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MERICA stands at the crossroads of economic 
and political destiny. The behavior of prices in 
recent months urgently poses the question: Has the 
dread wage-price spiral set in, or do we still have a 
choice between (a) an explosive boom followed by 
a sharp break, with serious economic and political 
consequences, and (b) a more orderly readjustment 
of our price and production structure? 


READJUSTMENT BY ECONOMIC EXPLOSION 


If a few more acute strike situations are settled 
with higher wages, a wave of strikes will be set off 
over the country. In that case, government, business 
and labor, particularly labor, should prepare for the 
historic “boom and bust” type of economic correc- 
tion. Another nationwide wave of strikes “solved” 
by increased wages will make the result inevitable. 
And, any such “boom and bust” readjustment will be 
much more serious economically than in the past, to 
say nothing of the political repercussions. The World 
War I readjustment in 1920, which is frequently re- 
ferred to as a prototype of what may be expected, 
involved both prices and wages; but this pattern 
cannot be repeated. 

A government in Washington friendly to union 
labor, a body of one-sided federal labor laws (includ- 
ing unemployment insurance and well-established fed- 
eral relief policies), and now industry-wide unioniza- 
tion make a future readjustment of wages similar to 
1920 impossible as a practical matter. The ever-upward 
escalator aspect of wage changes of the last twenty 
years and the present rigidity of the wage structure 
demonstrate the impossibility of a downward revision 
of wages. But rigidity of the wage structure does not 
mean, as most businessmen seem wishfully to think, 
that prices cannot drop. On the contrary, wage rigid- 
ity under conditions of price elasticity presents com- 
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petitive capitalism with its gravest problem. Inability 
to adjust wages to reduced selling prices will cause 
failures, increase unemployment and intensify, as well 
as prolong, the economic difficulties of the “bust” 
(depression) phase of the cycle. 


GROUNDS FOR HOPE: LABOR 


But there are still grounds for hope that this dire 
extremity can be avoided. True, time runs out on 
us; and this may be our last chance. Nonetheless, 
there are certain indications that organized labor may 
not insist on another nationwide wave of strikes to 
raise the wage level. Some union leaders have finally 
awakened to a belated realization that strikes and 
increased wages, without increased productivity, in- 
exorably cause, first higher prices, and then ulti- 
mately, lower output, less employment and “bust.” 

There is also a serious split among labor leaders as 
to the timing of the next attack on the wage front. 
Many leaders feel that public opinion will be entirely 
alienated by strikes for higher wages against cor- 
porations which are losing money or at best are hay- 
ing serious difficulties earning profits at the present 
level. They want to wait for greater profits; they 
reason that it is good over-all strategy to permit busi- 
ness to fatten up before the next onslaught. 

The depleted condition of many union treasuries 
also will have a dampening effect on any plans for 
immediate strikes. 

Encouraging also are signs of a rising opposition in 
the rank and file of labor to further strikes at present. 
Indicative of this are the active efforts in many 
unions to purge the Communists. Any lessening of 
Communist influence, particularly while relations be- 
tween the United States and Russia are deteriorating, 
will materially reduce the number of strikes. 

If general wage increases can be avoided or mini- 
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mized so that prices can be stabilized around the 
present level for the next six to nine months, produc- 
tion should reach a level which will permit a gradual 
transition from sellers’ to buyers’ markets, with slow- 
ly declining prices instead of the violent reaction 
which will inevitably occur if prices outrun purchas- 
ing power. 


GROUNDS FOR HOPE: PRICES 


If the present price line can be held, which is only 
to say, if the wage line can be held, business should 
continue at a high level until the capital goods indus- 
tries and building activity begin to slacken with the 
completion of the new factories and other facilities. 
Competition, in the historic manner of capitalism, 
will then force a gradual reduction in prices all along 
the line. 

A quick survey of prices and the outstanding pres- 
sures on them will be helpful in determining price 
probabilities. 

Farm prices seem to have reached their peak. On 
the supply side, it appears that hungry humanity 
has been blessed with world-wide good crops. In 
grains and cereals, particularly, there is an abundant 
crop in the United States, where both wheat and 
corn will apparently set all-time crop records. 

On the demand side in the United States, both 
government and UNRRA purchasing are coming to 
an end. While the enormous purchases of foodstuffs 
by UNRRA are common knowledge, it is not gen- 
erally appreciated that they made sizable purchases 
of a wide range of other commodities, such as steel 
and cement, which are not commonly thought of in 
connection with relief. Likewise, the heavy purchases 
by the Army for the relief of the civilian populations 
in occupied countries must not be overlooked. Hence- 
forth, all such purchasing will be on a minor scale, 
which should remove a great deal of the upward pres- 
sure against the price levels of all goods. 

Nondurable goods prices likewise are coming under 
the pressure of downward price influences. Recent 
price increases granted in this field by the OPA have 
created a widespread feeling that prices are too high. 
The higher cost of food takes a larger proportion of 
the family income and thus reduces the upward pres- 
sure on nondurable goods prices. There is evidence, 
furthermore, that purchasing power is being shifted 
from nondurable goods to other fields, particularly to 
durable goods, the supply of which is increasing. 

On the supply side, production is increasing at such 
a rate that in many lines prewar records have been 
left far behind. Forward buying, inventory expan- 
sion, hoarding and speculation obscure the obvious 
fact that production in many fields has caught up 
with demand, on any realistic basis. Furthermore, 
in most lines the change-over, when it comes, will 
take place with bewildering rapidity. That is, short- 
ages will be succeeded by surpluses before changed 


conditions are even recognized by producers. Non- 
durable goods inventories are increasing at a rapid 
rate, which is an indication of the way the wind is 
blowing, and, at the same time, is an actual supply 
of goods weighing on the market. 

Durable goods prices present the most serious prob- 
lem. They are very high by any standard, particu- 
larly housing. Further price increases are bound to 
decrease demand materially. Production of durable 
goods is slowly increasing and there are evidences 
that the productivity of labor is beginning to increase 
in some lines. Although many companies are still 
below their prewar level of labor productivity, nearly 
half have either attained or surpassed it. While much 
is left to be desired in this respect, and while unit 
labor costs are much higher than before the war, any 
increase in productivity from the present low level 
will tend to reduce prices or at least keep them from 
going up further. Furthermore, under present condi- 
tions of full employment or overemployment, in- 


creased productivity becomes of paramount impor- 


tance in overtaking demand. 


GROUNDS FOR HOPE: PSYCHOLOGY 


While the recent stock-market crash has reduced 
the purchasing power of one spending group, it should 
have a far greater influence on prices through its 
effect on the spending psychology of the public. The 
crash, when fully assimilated, will undoubtedly change 
the public from an inflationary, spending mood to a 
deflationary, or at least, cautious, saving mood. It 
has effectively disposed of the idea that stocks are 
a hedge against inflation; once more it is clear that 
people must save themselves by their own efforts, 
which should have a sobering influence on spending. 

On the basis of the pertinent economic factors, it 
seems reasonable to conclude that we can stabilize 
prices near the present level until production catches 
up, unless there is political interference from Wash- 
ington. If serious labor difficulties can be avoided for 
the remainder of the year, and if we can continue to 
improve the productivity of labor, the increased pro- 
duction should change sellers’ markets to buyers’ 
markets in so many lines, within three or four months 
after Christmas, that the threat of runaway prices, 
of “boom and bust,” will fade. Thereafter, we should 
enjoy a fairly prolonged period of good business with 
slowly declining prices. And, while prices will de- 
cline, they will eventually stabilize at a higher level 
than prior to the war, as taxes will be higher and 
unit labor costs will be higher. (It is not reasonable 
to expect that productivity can be increased in all 
lines as much as wages have been increased.) 

There is nothing inherent in our credit or economic 
situation which makes a “boom and bust” readjust- 
ment inevitable. We do have a choice. We may have 
either a prolonged period of good business with grad- 
ual readjustment, or conflict, “boom and bust”! 
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The Wage-Cost-Price Dilemma 


I. The Threat of New Wage Increases 


ITHIN no more than a few months it has 

again been demonstrated that higher dollar 
wages or higher basic wage rates do not necessarily 
mean more goods and services or a higher standard 
of living to workers. Gross hourly earnings and basic 
wage rates have been shoved upward through labor 
and government action to all-time peaks, exceeding 
by some 10% the comparable levels of payment in 
the last full war month. Civilian wages and salaries 
in dollar totals are higher than ever before. Wages 
and salaries currently account for nearly two of every 
three dollars of income received by individuals. Con- 
sumers today have left after taxes a disposable in- 
come well over twice their prewar total. 


IN DEAD HEAT 


Plucked completely from the economic context 
from which these figures are drawn, the increases 
cited would suggest that labor has made real ad- 
vances. Actually, concealed behind these figures, is a 
race between higher wages and higher prices which 
at best has finished in a dead heat. The primary wave 
of wage increases granted at the outset of this year 
in the pace-setting industries and subsequently es- 
tablished as a national pattern for all industry has 
compelled OPA to grant higher prices throughout 
many sectors of enterprise. Most of labor’s paper 
gains have been wiped out. Real purchasing power 
of the weekly pay check in manufacturing is now 
12.6% lower than at the war’s close, although 27.8% 
greater than in 1939, and 16.1% greater than in Jan- 
uary, 1941. 

Once again, familiar arguments about inadequate 
purchasing power, liquidation of savings and swollen 
living costs are headlined in the labor press, presag- 
ing demands for a second wave of wage increases. 
Unlike the initial demands, labor arguments are con- 
centrated primarily upon the decline and inadequacy 
of present-day real earnings, rather than upon the 
ability of industry to absorb further wage increases 
without substantial price increases. 

Demands for higher wages are now developing in 
the pivotal sectors of industry in which the first pat- 
tern-forming advances were granted early in 1946. 
Thus the United Electrical, Radio and Machine 
Workers of America announced early in September 
their demands for an interim round of wage increases 
in all new contracts, subject to revision upward once 


a new national pattern has been established. Their 
cooperation is pledged with the United Automobile 
Workers and the United Steelworkers of America for 
an all-out assault against the wage front. 

In other industries, the demands are indirect, al- 
though their net effect will likewise be higher labor 
costs. In this classification belong demands for portal- 
to-portal pay, increased sickness or other insurance 
provision, various types of guarantees of employ- 
ment, longer vacations and other related measures. 


FAST-CLIMBING SPIRAL 


As effective as any evidence that can be mustered 
to demonstrate that the second wave of wage in- 
creases will again move prices upward another notch 
on the inflationary wage-cost-price spiral is the lan- 
guage of OPA itself in the “economic justifications” 
accompanying the various price increases it has re- 
cently granted. Thus in the case of meats, OPA stated 
that “the wage and salary increases thus approved by 
the National Wage Stabilization Board effect the great 
bulk of the meat-packing industry. . . . The Admin- 
istrator shall promptly provide for the adjustment of 
price ceiling in any case in which he finds that an 
industry is in a position of hardship as a consequence 
of approved increases in wages and salaries.” 

Again in approving increases for rubber commodi- 
ties it was stated that “labor costs have risen sub- 
stantially in this industry. . . . The accompanying 
amendment by permitting the increase in direct labor 
costs to be added to the maximum price will facili- 
tate the production of essential . . . garments.” In 
approving price increases for malleable iron casting, 
a critically short item, OPA specifically stated that 
“the purpose of this action is to increase maximum 
prices by the amount necessary to offset the unab- 
sorbed portion of approved wage and salary increases 
recently granted by the malleable iron industry.” 
Again, with respect to gray iron casting it was held 
that “moreover the recent granting by the major 
share of the gray iron castings industry of wage and 
salary increases up to 18% cents per hour . . . has 
introduced new maladjustments which require correc- 
tion in the levels of maximum prices.” 

Familiar instances of price increases following close- 
ly upon wage increases have also developed in the 
automotive, iron and steel, cotton textile, and other 


1The N. Y. Times, Sept. 13, 1946 
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key industrial sectors. A series of case studies tracing 
wage-cost-price relationships in a number of the na- 
tion’s major industries is presented later in this re- 
view. 


OF NATIONAL CONCERN 


The present organized drive to again break through 
the wage stabilization front is a matter of national 
concern. For purposes of quick review, the section 
immediately following is devoted to an analysis of 
the trend of money and real wages since the war’s 


end and of labor productivity. The course of profits 
during this period of higher wages, salary, and raw 
material costs is also examined, as are changes in the 
monetary supply and the influences of such changes 
upon the price structure. The minor influence of war 
surpluses upon the price structure is also reviewed. 
Finally, the new techniques outlined by OPA for price 
and profit relief under the act extending its life are 
analyzed in detail as measures which will significantly 
influence the national economy during this period of 
wage-price-cost uncertainty. 


II. Wages and Unit Labor Costs 


Total Wages and Salaries 


The nation’s wage and salary bill dropped after 
the war, but by mid-1946 civilian wages and salaries 
were higher than ever before. In terms of seasonally 
adjusted annual rates, civilian wages and salaries 
totaled $97.8 billion, as compared with $96.8 billion 
in the last war quarter and a postwar low of $87.4 
billion in the closing quarter of 1945. 

Military pay and payrolls in heavy goods indus- 
tries were slashed as government spending was 
reduced at the war’s end. Military pay alone was cut 
$11 billion annually. Payrolls in durable manufactur- 
ing in June, 1946, were still at least a fourth below 
wartime totals. Yet total civilian payrolls have more 
than recouped their losses since a year ago. Payrolls 
in nondurable manufacturing have steadily increased 
since last October, and wage and salary payments by 
trade establishments have also risen. 


PAYROLLS 


Wages and salaries represented a smaller share of 
total income payments to individuals in the first and 
second quarters of this year than in the second quar- 
ter of 1945. Increases in “transfer payments”—chiefly 
veterans’ benefits of all types and unemployment com- 
pensation payments—and stability of dividend pay- 
ments! prevented total income payments from falling 
as sharply as wages and salaries. In the second quar- 
ter of 1946 wages and salaries were 64.3% of income 
payments as compared with 69.8% in the second 
quarter of 1945. The ratio of civilian payrolls to 
total income payments, however, rose from 59.3% in 
the second quarter of 1945 to 60.7% in the most 
recent quarter. 

The index of payrolls in all manufacturing indus- 
tries in June, 1946, was 13.9% less than at the war’s 


1Reduction in corporate taxes helped to sustain the level of dividend 
payments despite substantially lower corporate profits before taxes 
in 1946. 


end. The manufacturing payroll index on a 1939 base 
was 298.7 in July, 1945, the last full war month. It 
fell to a postwar low of 210.5 in February, 1946, but 
by June it had regained more than half this loss and 
was up to 257.2. The payrolls index for durable goods 
industries declined 27.4% from July, 1945, to June, 
1946, but the nondurable goods index advanced 
10.3% in that period. 

The indexes of payrolls in selected nonmanufactur- 
ing industries have increased since the war’s end, 
particularly in the following: 


Wholesale trade 19.3% 
Retail trade 25.5 
Bituminous coal mining 28.1 
Anthracite mining 30.1 


Wages as Costs and Income 


Gross hourly earnings represent a manufacturer’s 
labor cost per hour of work. They are computed by 
dividing total payroll by number of hours worked. 
These labor costs rose 63.2% during the war and con- 
tinued to climb steadily upward in the first postwar 
year. Strikes, arbitration, government action and vol- 
untary wage boosts have resulted in an increase in 
this measure of wage costs from $1.03 an hour in 
July, 1945, to an all-time peak of $1.09 an hour in 
July, 1946. 

Average wage payments per hour of work rose more 
sharply in durable goods (war) industries than in 
nondurable (civilian) manufacturing during the war 
years. The reverse has been true, however, since 
the close of the war, with the result that hourly wage 
costs in durable and nondurable industries are re- 
turning to their usual peacetime ratio. Between 1939 
and July, 1945, gross hourly earnings had advanced 
61.5% in war industries and 55.0% in civilian pro- 
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duction. Since the last war month the increase has 
been 4.3% and 12.2%, respectively, bringing hourly 
wage costs in July, 1946, to $1.18 in durable goods 
industries and $1.01 in nondurable goods industries. 


WEEKLY EARNINGS 


To the wage earner his weekly pay check, after all 
deductions, represents his primary source of income. 
The wave of wage demands which followed V-J day 
centered on raising wage rates to offset the reduction 
in hours of work inevitable with the war’s end. A 
shorter work week would mean lower weekly pay 
unless wage rates were increased. The extent to 
which labor has maintained its weekly take-home pay 


can be seen from the following table showing net - 


Table 1: Disposition of Income Payments 
to Individuals 


Source: Department of Commerce _ 
Seasonally Adjusted at Annual Rate; in Billions of Dollars 


1945 1946 


Item 
Second | Third | Fourth First Second 
Quarter | Quarter | Quarter | Quarter | Quarter 


Wages and salaries. Total] 113.9 | 108.8 | 101.6 | 98.8 | 103.6 


Military..............| 17.0] 17.2] 141] 8.8] 5.8 
(O71 1 ieee 96.8 91.6 87.4 90.0 97.8 
Transfer payments...... 6.7 7.7| 12.0] 12.6] 11.8 


Net income of proprietors] 25.8 | 25.1 | 26.0| 27.6] 27.5 
Other income payments..} 16.9] 17.0] 17.4] 17.7} 18.1 
Total income payments to 

individuals........... 163.2 | 158.6 | 156.9 | 156.7 | 161.0 


spendable weekly earnings of a worker supporting a 
four-person family. Net spendable weekly earnings 
are defined as weekly earnings after deduction for 
social security and income taxes. 


HOURS WORKED 


The average work week has declined 4.5 hours for 
all manufacturing industries combined since July, 
1945, the last full war month. Despite this reduction, 
the average factory worker with three dependents had 
a weekly take-home in July, 1946, of only $1 a 
week less than the previous July. The average wage 
earner employed in durable goods manufacturing 
worked six hours less per week. Of these, five hours 
were paid for at premium overtime rates. Their loss, 
therefore, would have meant a more severe cut in 
weekly earnings. Because of rate increases, however, 
the weekly take-home in durable goods industries 
declined only $3 from mid-1945 to mid-1946. The 
weekly pay envelope of the worker engaged in the 
manufacture of nondurable goods, however, held $2.56 
more in July, 1946, than it had a year earlier. An 
increase of 11 cents in average hourly earnings more 
than compensated for the three-hour cut in the aver- 


1It can, of course, be maintained that social security deductions 
are a form of compulsory savings and need not be deducted in such 
measurements. 


age number of hours worked per week in nondurable 
goods industries.* 

Average weekly take-home in both heavy- and soft- 
goods industries in July, 1946, was considerably above 
prewar levels. The average factory worker put in 
4.5% more time a week at his job than he did in 
1939, but he received 80% additional spendable com- 
pensation for a week’s work. The wage earner in 


Table 2: Gross Hourly Earnings 


Source: Bureau of Labor Statistics 


In Cents 
All Durable Nondurable 

Manufacturing Goods Goods 

1939: Average.......... 63.3 69.8 58.2 
LOSS July cae. cacaaero ee 103.3 112.7 90.2 
Augustine cers. sc: 102.4 111.3 90.9 
September........ 98.7 107.2 90.3 
Octobers2:ssee7-. 98.5 106.3 90.9 
November........ 99.0 106.4 91.8 
December......... 99.4 106.6 92.7 

1946: January.......... 100.4 107.0 94.1 
February......... 100.2 106.4 95.3 
March. 2... 220. 5; 103.5 110.3 97.5 
Apriltnccnctss meena 105.8 113.1 98.8 
May pith ane eee 107.1 114.8 99.6 
SUC oer nies octal 108.4 116.5 100.3 
Mily? Pineal ae 109.3 117.5 101.2 


heavy goods manufacturing worked about one hour 
longer for 70% more, while the average soft-goods 
employee had 2.5 hours added to his working time 
and netted 86% more per week. 


Table 3: Net Spendable Weekly Earnings 
of a Factory Worker Supporting a 
Four-Person Family 


Sources: Bureau of Labor Statistics; Tas CoNnrerENcE BoarpD 


1 Durable Nondurable 
Manufacturing Goods Goods 
1939: Average.......... $23.62 $26.23 $21.56 
L945 Pty. ce es oe 43.58 47.63 87.45 
Mpust se. ae teaas 40.47 43.74 35.55 
September a as 39.63 42.38 36.69 
October: she oman 5 39.73 42.56 36.65 
November........ 39.55 42.25 36.78 
December......... 39.97 42.51 37.38 
1946: January.......... 40.74 43.10 38.36 
ebruary......... 40.17 42.14 38.62 
Marcher se 20. ..3 41.73 43.96 39.43 
April, ition... dei: 42.39 44.71 39.73 
ayn es: 42.06 44.22 39.53 
JUNC Meet ae. 42.79 45.34 39.87 
July phones. fee 42 58 44.69 40.01 


The changes in weekly take-home since July, 1945, 
in durable and nondurable goods industries brought 
the two sectors of manufacturing back to their pre- 
war relationship. In 1939, weekly take-home in dur- 
able goods exceeded by $4.67 weekly take-home in 
nondurable goods. This differential had more than 


1The reduction of the income tax rate in 1946 also had a favoarble 
effect on weekly take-home. 
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doubled by July, 1945, but in July, 1946, it had re- 
turned to $4.68. 

The pattern of net spendable earnings since the end 
of the war overstates somewhat the change in pur- 
chasing power, since this period was one of a rising 
cost of living. The purchasing power of average week- 
ly earnings in all manufacturing industries combined 
was reduced by one twentieth between July, 1945, 
and June, 1946. The corresponding decline was 7.6% 
in heavy goods industries. Real weekly take-home 
in soft goods production actually rose 3.4%. Many 
of the wage increases had worked their way back to 


did real weekly take-home rise since July, 1945. In 
both cases, however, the increase was less than 1%. 
Percentage declines in real take-home in the remain- 
ing six war manufacturing subgroups ranged from 
over 3% for aircraft and parts, excluding aircraft 
engines, to approximately 13% for shipbuilding and 
boatbuilding, and for blast furnaces, steel works, and 
rolling mills. Wage earners in eight selected nonwar 
manufacturing subgroups experienced gains in real 
weekly take-home. The increase in paper and pulp 
manufacture, at 1.3%, was the smallest. In the ma- 
jority of the eight subgroups the percentage rise 


TABLE 4; WEEKLY “REAL”? NET SPENDABLE EARNINGS IN MANUFACTURING, 1939-1946 


Source: Bureau of Labor Statistics 
Wage Earner Supporting Family of Four; Earnings Figures in Dollars 


All Manufacturing 


Real Net Spendable 


Durable Goods Nondurable Goods 


Real Net Spendable 


Real Net Spendable 
Wi 


Month and Year Weekly Earnings* eekly Earnings* Gross Net Weekly Earnings? 
a Weekly |5 — 
: ee! 

Beccinee Index Index messin Rarntage! Index 
Actual | Numbers, Actual Actual | Numbers, 
1939 =100 1939 =100 
1989: Average............ $23.62 | $23.62 i $26.50 | $26.23 | $26.23 $21.78 | $21.56 | $21.56 100.0 
1940:: Sane); cence eee 24.64 | 24.37 | 103.2 ]] 28.01 | 27.73 | 27.43 22.06 | 21.84] 21.60} 100.2 
1941: January............ 26.37 26.01 110.1 30.48 30.18 29.76 22.75 22.52 22.21 103.0 
December........... 31.86 28.65 121.3 36.93 36.56 32.88 26.93 | 26.66 23.97 dil -% 
194¢: January... 5. «ops 33.07 29.34 124.2 38.98 38.59 34.24 26.97 26.70 23.69 109.9 
May Se eee ees 85.46 | 30.89 | 128.7 ]) 41. 41.06 | 35.18 28.55 | 28.26 | 24.22] 112.3 
September.......... 37.42 31.58 133.7 44.45 43.28 36.52 29.53 29.23 24.67 114.4 
1943: April 40.81 32.70 138.4 48.67 45.68 86.60 33.58 32.64 26.15 121.3 
May Socal caine. 41.30 $2.80 138.9 49.25 46.16 36.66 34.07 $3.11 26.30 122.0 
DED MAB VE sorraats Saree ie 44.04 34.17 144.7 51.56 48.33 37.49 38.18 37.05 28.74 133.3 
dtily fee: 43.58 33.47 141.7 50.66 47.63 36.58 38.59 $7.45 28.76 133.4 
Auguste). bchie: fe 2 40.47 $1.11 131.7 45.72 43.74 33.62 36.63 835.55 27.33 126.8 
September.......... 39.63 30.56 129.4 43.95 42.38 32.68 37.80 36.69 28.29 131.2 
October? e725 5.4. 39.73 30.63 129.7 44.23 42.56 32.81 37.76 86.65 28.26 131.1 
November.......... 39.55 30.40 128.7 43. 42.25 82.48 $7.89 36.78 28.27 131.1 
December... 39.97 30.58 129.5 44.08 42.51 $2.52 38.52 37.38 28.60 132.7 
1946: January............ 40.74 .0 43.67 43.10 $2.98 88.75 38.36 29.35 136.1 
Bebruaryya.-cche4- 24 40.17 A 42.57 42.14 $2.32 $9.01 38.62 29.62 137.4 
March... 41.73 8 44.79 43.96 33.56 39.83 39.43 30.10 139.6 
HDI e's severe 42.39 F 45. 44.71 33.95 40.13 39.73 30.17 139.9 
MAY 9:0... M eae» A 42.06 83.37 39.93 89.53 29.83 138.4 
JUNE Di de se SEP ae 42.79 33.81 40.27 39.87 29.73 137.9 
MY: ates ee tae oe 42.58 31.65 40.41 40.01 28 .34 131.4 


1Weekly earnings after deductions for social security and income taxes 
2Adjusted by Bureau of Labor Statistics consumers’ price index, 1989 =100 


all consumers, including wage workers, in the form 
of higher prices. Higher prices had, in turn, partly 
nullified the wage increases. In July, take-home 
dropped further owing to a 5.5% jump in the con- 
sumers’ price index. 


IMPACT GREATEST FOR WAR WORKERS 


Uneven changes in real weekly take-home in vari- 
ous segments of our economy are revealed in Table 7. 
Wage earners engaged in war production experienced 
the sharpest declines in real net spendable earnings. 
In only two of eight selected manufacturing sub- 
groups generally considered war industries—namely 
explosives and safety fuses, and alloying, rolling and 
drawing of nonferrous metals (except aluminum) — 


pPreliminary 


topped 5%, and in shirts, collars, and nightwear it 
exceeded 10%. 

Wage earners in nonmanufacturing industries have 
on the whole fared better since July, 1945, than have 
manufacturing workers. Anthracite and bituminous 
coal miners have received increases in real weekly 
take-home of more than 20%. Employees in public 
utilities, trade, brokerage and insurance have gained 
from 2% to 12% in their real weekly take-home. 


PURCHASING POWER STILL HIGH 


Despite the loss of real weekly net spendable earn- 
ings in some industries since the end of the war, wage 
earners, almost without exception, could purchase 
more in terms of the goods and services in June, 1946, 
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than before the war. The average manufacturing 
worker had approximately $8 more purchasing power 
at his command than in 1939 and could raise his 
standard of living by more than a third. Coal miners 
made even greater gains than did manufacturing 
workers. In June, 1946, the real weekly take-home 
for anthracite miners was 65.6% above 1939. For 
bituminous coal miners it almost doubled. Wage in- 
creases which have accrued to employees in other 
nonmanufacturing industries have been less spectacu- 
lar than the gains in mining and in manufacturing. 
Nevertheless, each of the six industrial divisions listed 
in Table 7, showed some improvement in real weekly 
take-home over 1939. Of these, the three industries 
in which white-collar workers predominate had the 
following net gains: almost $1 a week in insurance, 
$3 a week in retail trade, and over $10 a week in 
brokerage. Even after the upward adjustment rec- 
ommended by the President’s Committee on Cost of 
Living of five percentage points is added to the con- 
sumers’ price index,! wage earners in twenty-three of 
the twenty-four industrial classifications covered in 
Table 7 increased their real weekly take-home from 
1939 to June, 1946. Only insurance employees had a 
net loss, and that amounted to less than 50 cents a 
week. 


Have Higher Labor Costs Been Offset? 


Unit labor cost in civilian manufacturing industries 
shot upward during the war. Man-hour output failed 
to keep pace with rapidly rising earnings. In thirty- 
two manufacturing industries engaged in soft-goods 
production increases between 1939 and 1945 in labor 
costs and productivity were as follows:? 


Average gross hourly earnings................ 55.5% 
Average straight-time hourly earnings......... 50.0 
Matout per Man houry. . 6 oso. ess ose a eee 6.6 
ME OT GOSE, To. AF So. xfe oye => sys! -in ee Eolas oo 45.0 


Official data indicate that the first peacetime year 
has witnessed little improvement in the situation. 
Production of nondurable goods declined 3% from 
July, 1945, to July, 1946. Total man-hour input in 
this segment of manufacturing also declined, but by 
less than 1%. Thus it would appear that produc- 
tivity has not yet resumed its historic upward trend. 
Meanwhile, as output per man hour continued to lag, 
straight-time hourly earnings advanced more than 
15%, and gross hourly earnings 12% since the end 
of the war. In the heavy goods industries, more di- 
rectly concerned with the problem of reconversion 
to civilian production, the decline in output per man 


1To adequately reffect changes in living costs due to such factors 
as disappearance of low-cost merchandise. 

*Earnings figures for all nondurable goods industries; man-hour 
output and unit labor cost for thirty-two selected nonmunitions indus- 
tries. United States Bureau of Labor Statistics data. 


hour was more severe. Production of durable goods 
fell 30.5% and total man hours 28.9% by July, 1946. 
But straight-time earnings rose almost 10% and 
gross hourly earnings over 4%.1 

Increases in wages in both sectors of manufacturing 
without compensating increases in output have rap- 
idly raised unit labor cost since the war’s end,.to the 
point where thousands of manufacturers in many 
industries have sought price relief in order to continue 
in business. 

As shown in the case studies of wage-price relation- 
ships (see pp. 356-360), the recurrent note in OPA’s 
justification of such price increases has been previous 
wage increases or higher material costs stemming from 
wage-increases in the material-supplying industries. 
Price relief, where granted, has still left many indus- 
tries with drastically reduced profit margins. 


Wages after the Two Wars 


Wage-earner income and the cost of living index 
pursued the same general trends in the first peace- 
time year after World Wars I and II. The factors 
underlying the behavior of earnings and of living 
costs were often different in the two periods, but the 
results were generally the same. Actual weekly earn- 
ings in manufacturing were relatively stabilized, the 
cost of living went up, and the real take-home pay 
of factory workers declined somewhat from wartime 
peaks. 

The 90% rise in weekly earnings during World War 
II was largely the result of increases in premium pay- 
ments for overtime, a longer work week and a shift 
to higher-paid munitions and durable goods indus- 
tries. The increase in basic wage rates was no more 
than about 35%. In contrast, changes in basic rates 
of wages was the chief cause of a doubling of weekly 
earnings between 1914 and October, 1918. Actual 
hours of work declined during World War I. 

Cut-backs of two to six hours in the average week, 
with the accompanying elimination of premium pay- 
ments for overtime following World War II, brought 
about demands for increases in hourly wage rates to 
maintain weekly earnings. Labor unions led in the 
fight for boosts in hourly earnings and the govern- 
ment was quick to support them. By mid-1946, 
straight-time hourly earnings in manufacturing had 
increased 10% and gross hourly earnings 6%. Take- 
home pay nevertheless declined slightly—from $43.58 
to $42.58—as the work week returned to a 40-hour 
level. A reduction of 10.5% in hours worked was thus 


1For a discussion of the problem of measuring labor productivity, 
see the Board’s “Measuring Labor’s Productivity.” The difficulties of 
measurement, as well as the intense concern over these measures, has 
led the United States Bureau of Labor Statistics to call a ““Conference 
on Productivity” to be held in Washington on October 28 and 29. 
The results of this meeting will be reported in later Board publications. 
For further comment on recent trends in output per man hour and 
unit labor costs, see pp. 374-377. 
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Table 5: Production, Earnings and Man Hours 
in Manufacturing 
Sources: Federal Reserve; Bureau of Labor Statistics 
Percentage 
Change 


July, 1945- 
July, 1946 


Item July, 1946p | July, 1945 


Industrial production Unadjusted Index, 1935-39 = 100 


All manufacturing........... 180 223 -19.3 

Durable goods.............- 203 292 -30.5 

Nondurable goods........... 162 167 - 3.0 
Man hours In Thousands 

All manufacturing........... 454,637 548,196 -17.1 

Durable goods.............- 225,348 | 316,725 -28.9 

Nondurable goods....... .... | 229,265 | 231,334 - 0.9 
Gross hourly earnings In Cents 

All manufacturing........... 109.3 103.3 +5.8 

Durable goods.............. 117.5 112.7 +4.3 

Nondurable goods........... 101.2 90.2 +12.2 
Straight-time hourly earnings In Cents 

All manufacturing........... 106.9 96.9 +10.3 

Durable goods.............. 115.2 105.2 +9.5 

Nondurable goods........... 98.6 85.4 +15.5 


pPreliminary 


Table 6: ‘Real’? Weekly Earnings after Two 
World Wars 


Source: Bureau of Labor Statistics 


Real Net Spendable Weekly 
Earnings? 


Aver: _ Cost of 
Firat World War Weekly Living Index 
Earnings 1914=100 


es ee 


1914 Average...... $11.0la 100.0 
1918 October....... 22.57 159.3 
November. ... 20.94 161.6 
December....| 22.35 164.3 
1919 January...... 21.59 164.6 
February..... 21.20 160.9 
March: 6225: 21.27 162.7 
Aoril. ha toys 38 21.03 165.7 
IMB Yo cielo 21.12 167.8 
WUE) see 21.46 168.5 
Silty citi 21.56 173.0 ; ; 
August....... 22.36 176.0 12.70 89.6 
September... . 22.94 177.2 12.95 91.4 
October....... 22.46 180.1 12.47 88.0 
Second World War 1939 =100 pee bes duly, 
1939 Average...... $23.86 100.0 23.62 70.6 
1945 July.......... 45.45 1380.2 833.47 100.0 
August..... re 41.72 130.1 $1.11 92.9 
September... . 40.87 129.7 80.56 91.3 
October. ...... 40.97 129.7 30.63 91.5 
November. ... 40.77 180.1 30.40 90.8 
December.... 41.21 1380.7 30.58 91.4 
1946 January...... 41.15 130.7 $1.17 93.1 
February..... 40.58 180.4 30.81 92.1 
March........ 42.15 131.0 $1.85 95.2 
April :; aan 42.88 131.7 $2.19 96.2 
Mayp........ 42.48 182.5 31.74 94.8 
Funiepon ead 43.35 134.1 31.91 95.3 
Julyp...2-..«. 43.07 141.2 30.16 90.1 


1From 1914 to 1919, no deductions were necessary for taxes. Deductions made for 
income and social security taxes of wage earner supporting four person family in 
World War II 

aSeven-month average 

pProliminary 


accompanied by a decline of 2.3% in take-home pay. 
Real income was lower one year after World War II 
than these figures indicate. A portion of the purchas- 
ing power of wages was lost to higher prices. Real 
weekly net spendable earnings were 90% of the last 
war month, or about $3 less. In many instances this 
loss was the equivalent of the net increase in pur- 
chasing power stemming to production workers be- 
cause of their discontinuance of war-bond purchases. 


HOURS REDUCED IN WORLD WAR I 


The prevailing work week was so oppressively long 
at the beginning of World War I that pressure for 
shorter hours of work was largely successful during 
the war. Reductions in hours after the war were the 
exception. Labor was not so highly organized nor did 


Table 7: Percentage Changes in Weekly “Real” 
Net Spendable Earnings' in Selected Industries’ 


Sources: Bureau of Labor Statistics and Taz ConrerENcE Boarp 


Percentage Chan; 


in Weekly Real 
Net Spendable me 


rnings between: 
Industries 


1939 and 
July, 1945 


1939 and 
June, 1946 


War industries: 


Blast furnaces, etc..............- +32.2 -13.1 +14.9 
Electrical equipment............. +30.0 6.6 | +21.4 
Machinery, machine-shop produc +32.5 4.5 | +26.6 
Aircraft and parts,’ aircraft engines} -+30.1 3.4] 425.8 
Shipbuilding, boatbuilding........ +42.3 -12.8 | 424.1 
Alloying, etc. of nonferrous meta! +31.0 +0.7 | +81.8 
Explosives, safety fuses.......... +18.0 +0.3 +18.3 
Ammunition, small arms......... +45.8 -5.0 +38.4 
Nonwar industries: 
Furniture, 6. cot uispteetan aye +87.2 +42.9 
Cotton manufactures®............ +55.4 +66.0 
Shirts, collars, nightwear......... +40.3 +55.2 
Boots, shoes... toma aates sien +43.7 +51.2 
Baking? 28 i: ).67@e ee +18.0 +19.9 
Cigarettes.<2 con cet cist bomen +24.7 +34.6 
Paper, pulp.0)5 2070's riuc an eam: +32 .6 +34.3 
Printing, book and job........... +10.7 +7.7 +19.2 
Nonmanufacturing industries: 

Mining 

Anthractte..5.0.0 cis sess “a +36.5 +21.3 +65.6 


Bituminous coal................ 
Public utilities 


+54.7 +23.6 +91.2 


Telephone sigs cle s-ciccaeidtaleteattes +0.7 +12.1 +12.9 
Street railways, buses...........|| +12.6 +2.0 +14.9 
Trade 
Wholesalei::(:s...acnteuteseeea +12.1 +4.7 | +17.4 
| ee ee pe. Se +4.8 +8.9 +14.1 
Brokerage:. «ace cueccccs seers +23.6 +8.8 | +28.3 
Insuratice #45.) cee es eee —2.6 +5.3 +2.6 


1Wage earner supporting family of four 

2Data on which these percentage changes are based appear in Table 8 

%Excluding aircraft engines 

4Except aluminum 

‘Except smal! wares 
it wield the economic power it does today. The earn- 
ings data indicate that whatever upward adjustments 
there were in wage rates in some sectors of manufac- 
turing in the first postwar year were canceled out by 


downward revisions in other sectors, for average 
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weekly earnings of factory workers were just 11 cents 
less in October, 1919, than in October, 1918. Prices, 
however, rose after World War I as severe shortages 
continued in housing and clothing. In real terms, 
therefore, the relative position of factory workers was 
about the same in the last war month after both wars. 
In October, 1919, real earnings were 88% or $1.70 less 
than they were a year earlier. 


power to a greater extent than the 1919 pattern of 
relative prices, since more of the proceeds go to 
lower-income groups. 

While the earnings parallel drawn here between 
1946 and 1919 is close, other important economic fac- 
tors are considerably different in 1946 from the earlier 
period. Peacetime productive capacity, for example, 
far exceeds the capacity of 1919. The volume of liquid 


TABLE 8: WEEKLY “REAL”? NET SPENDABLE EARNINGS IN SELECTED INDUSTRIES 
Sources: Bureau of Labor Statistics; THe ConrERENCE BoarpD 
Wage Earner Supporting Family of Four; in Dollars 


Gross Weekly Earnings 


“Real” Net Spendable 


Net Spendable Weekly 
Ea Weekly Earnings? 


rnings! 


Industry 
Average | July, June, || Average | July, June, July, June, 
1939 1945 | 1946p || 1939 1945 | 1946p 1945 | 1946p 
War manufacturing industries: 
Blast furnaces, steel works, and rolling mills................... 29.88 | 54.89 | 46.76 || 29.58 | 50.92 | 45.58 39.11 | 33.99 
sitectocallequipmente::. thei ack.. «sees che eb oe cee ee 27.95 | 49.66 | 46.15 || 27.67 | 46.83 | 45.06 35.97 | 33.60 
Machinery and machine-shop products................00e0005 28.76 | 52.57 | 50.10 || 28.47 | 49.12 | 48.31 37.73 | 36.03 
Aircraft and parts, excluding aircraft engines.................. 30.34 | 54.87 | 52.96 || 30.04 | 50.90 | 50.66 39.09 | 37.78 
Shipbuilding and boatbuilding. .................00.ccet eevee 31.91 | 64.62 | 55.30 || 31.59 | 58.51 | 52.56 44.94 | 39.19 
Alloying and rolling and drawing of nonferrous metals, excep 
SUDO 2 oe cc a Sa OE 28.77 | 51.79 | 52.58 || 28.48 | 48.56 | 50.36 37.30 | 37.55 
Bixprosives andisatety £USES:. 5.0: ei. cece h acs het be 29.99 | 48.00 | 48.53 || 29.69 | 45.60 | 47.08 35.02 | 35.11 
Aramunitions«simall arms: si. SS e shite ose dajan anole old cated 22.68 | 44.29 | 42.10 || 22.45 | 42.62 | 41.68 32.73 | 31.08 
Nonwar manufacturing industries: 
Piri commas ieotimtss or komo. 30 t . th, Seeger, Poe 20.51 | 37.35 | 39.28 || 20.30 | 36.27 | 38.89 27.86 | 29.00 
Cotton manufactures, except small wares...................4. 14.26 | 29.38 | 31.75 || 14.12 | 28.57 | 31.43 21.94 | 23.44 
Suaces, collars, and niphtwear. 0.06.3. dances gts ce raee occ tne ae 13.75 | 25.52 | 28.61 || 13.61 | 24.86 | 28.32 19.09 | 21.12 
Mae eBNCISHOEAL. Cites cats comtteetek «cok ae. Se uillans oem ones 17.83 | 34.00 | 36.14 |] 17.65 | 33.03 | 35.78 25.37 | 26.68 
RAM tessa a. ciet =n n:s' SIT. eyereriomiivits silent dareniene 25.70 | 40.27 | 41.33 || 25.44 | 39.08 | 40.92 30.02 | 30.51 
ORETEREE TL icin a/c fe 1515 fo pserays\eh ten, « ered ante «jh Deo LPS se cae ree 20.88 | 34.53 | 37.70 || 20.67 | 33.55 | 37.32 25.77 | 27.83 
PAPECANUSNUINSS oes. Met eee et root ce ewe te aeetee 24.92 | 44.26 | 45.34 || 24.67 | 42.59 | 44.43 32.71 | 33.18 
Meeran CMT OOK ANG: JOD ss Se ses aT oT at RSs in PASI 30.30 | 45.00 | 49.64 || 30.00 | 43.22 | 47.95 33.20 | 35.76 
Nonmanufacturing industries: 
Mining: 
UN EE eae a” RS ee ee Sere 5 Ae. ae mc ae een 25.67 | 47.47 | 60.00 |} 25.41 | 45.17 | 56.44 34.69 | 42.09 
ETP OUE Ca iecrc rn aire cite sinjere eae icie ae fe.e ui cl\ageapolere siersiesera 23.88 | 50.66 | 65.07 || 23.64 | 47.63 | 60.63 86.58 | 45.21 
Public utilities: 
BREIE NONE fog scf 5 orcad sh witvads ene a oiehye ER alae eestor 29.42 | 39.36 | 44.93 |) 29.13 | 38.20 | 44.10 29.34 | 32.89 
PEOCUTAUWAYE GNC. DUSES cg c 0s <a sy. cio clave 2190 osicitcciaee contin 6 33.13 | 51.21 | 52.75 || 32.80 | 48.08 | 50.53 36.93 | 37.68 
Trade: 
PV ELOHLIC. oo35 5s save ciel tpad cut cian e Gato tak cao Susi Siwyav vie Shale aus 3 29.85 | 44.92 | 47.88 || 29.55 | 43.14 | 46.53 33.13 | 34.70 
iLL se Spee tyne dR PS Bes Rar ae a eae eo 21.17 | 29.40 | 32.39 || 20.96 | 28.59 | 32.07 21.96 | 23.91 
PRIREAL EL, IS ORNe eh en ee oe CHL ree sc toate bE lee 36.63 | 64.23 | 67.17 || 36.26 | 58.34 | 62.38 44.81 | 46.52 
CO dru deitis Ssiesisecaseld's Shur.» xe See RIG es Lila e ies 5 Sh 36.32 | 48.11 | 51.51 |] 35.96 | 45.61 | 49.45 35.03 | 36.88 
1Weekly earnings after deductions for social security and income taxes. pPreliminary 


2Adjusted by Bureau of Labor Statistics consumers’ price index, 1989 =100 


The price increases following the first war were 
concentrated in clothing, rent and housefurnishings. 
In 1945-1946, with rents under strict control, the price 
increases have occurred chiefly in food, clothing, and 
housefurnishings. The higher level of farm prices for 
foodstuffs and textile raw materials in 1946 than in 
1919, combined with a lower level of rents, have 
been cited as factors' tending to support purchasing 


1Business Conditions, a review by the Federal Reserve Bank of 
Chicago, September, 1946, p. 2. 


funds is now estimated at more than three times the 
1919 level. The government debt at the end of World 
War II was almost ten times that of World War I. 
Between October, 1919, and May, 1920, the month in 
which the collapse occurred after the First World 
War, average weekly earnings increased more than 
$4, or 18%. The consumers’ price index rose 14% in 
this seven-month period, so that real weekly earnings 
remained below their end-of-war average throughout 
the peak of the last postwar inflation. 
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Ill. Lower Profits and the Wage-Cost Spiral 


ORPORATE profits dropped 20% in the first six 
months of 1946 from the comparable 1945 period. 
This figure represents the over-all decline for a sample 
of 363 industrial corporations listed on the New York 
Stock Exchange (see Table 9). The dollar net in- 
come was $812 million in the first part of 1946 in 
contrast with approximately $1 billion earned in the 
first half of 1945 by the identical companies.t Sample 
data of identical companies show a rise of 7.3% for 
all industrial groups for the first six months of 1944 
and 1945 in contrast with the decline shown in 1945- 
1946. 

Behind the 20% decline for all combined industrial 
groups is a wide disparity in the movement of indi- 
vidual industrial groups. Substantial increases in 
some groups (e.g. textiles) were more than counter- 
balanced by declines or deficits in others, particularly 
reconverting industries. Railroads, for example. 
dropped 97.6% in net income in the first six months 
of 1945. One third of the 21 groups shown in Table 
10 showed declines or incurred deficits. 


DIVERGENCIES FROM AVERAGES 


Manufacturers of consumers’ durable goods or of 
producers’ goods more generally reported declines or 
incurred deficits, while manufacturers of nondurable 
goods and retailers increased their income over the 
1945 level. Business and office equipment, which 
showed a 21.9% rise, and petroleum, which showed a 
11.4% drop are important exceptions to this rule. 

Individual company experience reveals an even 
greater disparity of movement. For example, in chem- 
icals, food, retail trade, and textiles, the relative 
movement shown by the group as a whole was shared 
by most of the companies comprising the group. 
Chemicals, which as a group went up of 44.9%, had 
twenty-five of the thirty-one reporting corporations 
showing increases. In textiles, likewise, twelve of the 
thirteen corporations reported improvements over 
1945. 


Car Industry Earnings 


In other industries, the movement of the group 
was not generally shared by the corporations com- 
prising the group. Seventeen of the corporations in 
the automotive group, for example, reported a net 
profit in the first six months of 1946, or more than 
two thirds of all corporations in that group. Six of 


1The carry-back provisions of the income-tax law, the shortening 
of the period for amortization of emergency facilities, and renego- 
tiation render any estimate of annual results, on the basis of these 
half year figures, extremely uncertain. 


the corporations actually showed an improvement in 
earnings over 1945. Despite this, the industry as a 
whole showed a deficit of nearly $13 million. A simi- 
lar situation exists in mining where thirteen of the 
fifteen reporting corporations had a net income in the 
first six months of 1946. Six corporations, or 40% 
of reporting corporations, showed an improvement in 
their earnings. Yet the industry as a whole showed 
a 52.2% drop in earnings. 


More Exceptions 


The situation existing in the first six months of 
1945-1946 is in marked contrast with the 1944-1945 
situation. In the earlier period, with few exceptions, 
the number of corporations reporting and the number 
showing net income were equal. Now, the exceptions 
are more frequent. Another important difference is 
that none of the industrial groups in the earlier period 
showed deficits. 

Data compiled by the Federal Reserve for the first 
quarter of 1946 and analyzed by the Department of 
Commerce’ show that profits of 324 manufacturing 
corporations dropped 41% from the first quarter of 
1945. But like the data for six months, individual 
companies and industries showed great divergence 
from this over-all percentage change. Sixty-four of 
the companies incurred deficits for the period, while 
109 showed declines from the earlier first quarter. In 
contrast, 151 companies were able to improve their 
earnings in 1946. 


OVERHEAD COSTS 


Although overhead costs are fairly stable generally, 
inflationary pressure will eventually cause them to 
rise. One of the largest steel concerns reports an 
increase in total selling, general and administrative 
expense of 7.5% from 1944 to 1945, while net sales 
decreased 16% in the same period. During the war 
years unit overhead costs fell owing to capacity oper- 
ations. With a decrease in net sales in 1945, as in the 
steel and automobile industries, unit overhead cost 
increased considerably. In one large automobile con- 
cern, maintenance and repair costs per dollar of sales 
fell from 9.42 cents in 1942 to 7.51 cents in 1944. In 
1945, unit costs had climbed to 8.60, as net sales and 
maintenance and repair costs dropped from 1944. 

Overhead charges are an important part of total 
costs in heavy products industries, such as steel and 
automobiles. Depreciation, interest and taxes ac- 
counted for 12% of gross in 1944 in the steel indus- 

See Survey of Current Business, June, 1946, pp. 9-11. 
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Table 9: Net Income of 363 Companies Having 
Common Stock Listed on the New York Stock 
Exchange, First Six Months of 1946, by Industrial 
Groups 
Source: The Exchange 
Thousands of Dollars 


Number Per Cent 
Number|Showing| Improves] Datimated | Change in 
Re- et ment Net. te 


Indus rting | Profit: Ba 
wy PP "is 6 [on 104) sR, {Lose ein 
ate atan ss 1946 6 Mos, 
Sey 1945) 
Automotive............ 25 i yf 6 $12,884d Aes 
Boiling: ets os 25: 13 13 9 15,229 |+34.7% 
Business and officeequip.| 4 4 2 9,112 |+21.9 
Oc eee 31 31 25 155,654 |+44.9 
Electrical equipment...| 8 5 1 14,091d| .... 
Minancwal 252) ror sts! 17 17 12 12,842 |+20.8 
Lia: 8s ge ee 22 22 Q1 63,821 |+47.3 
Garment manufacturers.| 4 4 4 3,486 |+73.1 
JACEE (a eas 4 4 3 6,077 |+31.2 
Machinery and metals. .| 43 35 18 27,739 | -15.9 
Mining................ 15 | 13 6 9,044 | -52.2 
Paper and publishing...} 15 15 15 20,068 |+105.2 
GPEC, 5 os sarap 19 19 8 98,360 | -11.4 
Biaitroadse me t.7o. . 8) 684 18 4 3,451 | -97.6 
Retail merchandising...| 19 19 18 34,625 |+147.6 
Steel, iron and coke..... 25 Q1 ll 81,399 | — 9.2 
LS Ce 13 13 12 22,761 |+170.5 
RMODACCO Medias ci's)s tsa. 4 4 2 1,766 |+ 9.2 
U0 21 20 16 211,385 |+21.6 
Foreign companies’... . 4 4 3 12,728 |+52.9 
Other companies. ...... 23 21 16 49,187 |+29.2 
{in 7) ee 363 319 212 | $811,759 | -20.8% 
dDeficit 


*Canadian companies only 


try. Depreciation charges were substantially high 
during the war years because of the five-year privi- 
lege under which the balance of unamortized war 
emergency plant expenditures were written off. 


Fuel, Lighting and Transportation 


The wholesale price of fuel and lighting increased 
almost steadily from August, 1939, to June, 1946. The 
Bureau of Labor Statistics index (1926=100) indi- 
cates this rise to be about 21%. The bituminous coal 
index stood at 132.8 in Jnne of this year. This repre- 
sents a rise of 38.3% from August, 1939, when the 
index was 96.0, and an increase of 7.3% from last 
June. Raw materials rose less than 7% in the last 
year. Coke rose 28% from August, 1939. Since March 
of this year, however, the wholesale price index has 
dropped several fractions of a point from the sta- 
bilized index of 134.9. 

Petroleum and its products showed a rise of 24% 
since August, 1939. Although the index has fallen 
off slightly from last year, the trend is on the incline 
in recent months. Of the major classes of fuel and 
lighting, only electricity and gas dropped from Au- 
gust, 1939. In the past year, however, these too have 
risen. Electricity rose 12%, almost twice that of all 
commodities, while gas rose 3%. 

Railroad freight-rate increases of approximately 


Table 10: Net Income of 454 Companies Having 
Common Stock Listed on the New York Stock 
Exchange, First Six Months of 1945, by Industrial 
Groups 
Source: The Exchange 
Thousands of Dollars 


Number Per Cent 

N Number] Showing | Estimated Change in 

umber/Showing| Improve-| Group [Group Net 
Industry iy Net ment Net Income 

porting | Profit: | (Ist 6 | Income: |(Ist 6 Mos. 

to Ist 6 |Mos.1945/ 1st 6 Mos. |1945 vs. Ist 
Date | Mos, | vs. Ist 6 1945 6 Mos. 
1945 Mos. 1944) 

1944) 

Amusement............ 6 6 3 $17,291] +2.8% 
Automotive............] 39 39 21 138,283] +8.2 
Aviation. «nn. sehen ee 7 7 5 16,786] -3.5 
Baila gi oan ens, <9 14 14 11 12,602} +4.3 
Business and officeequip.| 4 4 3 7,474) -2.9 
Ghemntieald. 22.8 0h 43 43 29 130,056} +9.0 
Electrical equipment...} 11 11 6 35,888] +14.2 
Witiancesares feck cee os 20 20 11 19,547, +3.5 
Hoodia eisites sob eelons Le 2a Q7 19 69,230) +7.4 
Garment manufacturers.| 4 4 3 2,014] +5.8 
Leather and shoe mfrs. . 6 6 3 5,387) -1.6 
Machinery and metal...| 49 49 29 40,594) +3.0 
Mining Skint Mea 23 22 11 37,403) -8.7 
Paper and publishing...| 15 15 11 15,395| +5.0 
Petroleunte..: a5; 0 cca 32 32 24 292,500} +17.0 
Retail merchandising...| 20 20 14 12,750|+13.7 
Ratload) 3 52s6 co s.0,2.<s 39 37 20 171,888} -1.0 
IRnbberas.40n cee. eas: 3 3 3 15,843} +8.9 
Steel, iron and coke....| 32 31 19 92,991|+11.5 
Pextilesm ees cccta 8 cy..cpes 14 14 10 14,527) -2.3 
Tobacco........ arr 5 5 3 1,733} -6.5 
All public utilities... ... 20 20 15 185,892] +5.4 
Other companies. ...... Q1 21 9 36,591] +5.8 

Ota Mea ee ee 454 450 282 |$1,372,665| +7.3% 


6.5% were authorized by the Interstate Commerce 
Commission, as of July 1.1. This grant was made 
pending full hearings on the 25% increase requested. 
The approved rate applies to most commodities. For 
low-grade products of mines, such as sand, gravel, 
broken rock and slag, the increase is 3%' of the going 
rates. Anthracite and bituminous coal, lignite and 
iron ore are also treated separately. Iron ore was 
increased 2 cents per gross ton in the East, 3 cents 
in the southern and western districts, and 3 cents and 
3% cents per ton, net or gross, on interterritorial 
traffic. 

Coal and coke rates were raised 6 cents per net ton 
and 7 cents per gross ton, where the present rate is 
$1 or less, and 8 cents and 9 cents respectively where 
previous rates were more than $1. 

Since unit overhead costs vary inversely with pro- 
duction, work stoppages have been a major factor in 
recent increases. Strikes which hinder the production 
of raw material, such as the coal strike, or which 
hinder distribution of the final product, like the truck 
and shipping strikes, cause untold loss because of 
continuing fixed costs. 

Reconversion, material scarcities and strikes have 
caused a reduction in volume. Conversely, higher 
overhead and material costs and sharp rises in labor 


1The rise is 5% in Official Classification Territory (the north 
eastern area). 
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costs have caused impressive reductions in operating 
margins. As a result, corporations are seeking addi- 
tional capital to modernize plant and equipment 
and augment working capital. This trend to seek 
new capital either by increasing funded debt or equity 
capital is particularly noticeable in the durable goods 
group of industries, which have characteristically 
large overhead. 


WORKING CAPITAL POSITION 


Industries such as automobile and steel have a for- 
midable overhead problem. With large tonnages of 
raw materials needed to obtain an efficient conversion 
into finished products, the steel industry has a large 
investment in mines, quarries, and transportation 
equipment, in addition to plant facilities for making 
and finishing its products. Before the war, an aver- 


September, 1946 


age blast furnace could be built for $2.5 million and 
a modern continuous rolling mill cost ten times that 
amount. Overhead charges thus play an important 
role in total costs, and volume is a prime requisite. 

Operating margins were cut sharply in the first 
half of 1946. In fact, if it hadn’t been for carry-back 
tax credits and special reserves, more companies 
would have reported deficits instead of modest profits 
for the first half of this year. 

This fact is more readily understandable after 
examining the operating results of a few durable goods 
manufacturers. Sales of one large automobile manu- 
facturer dropped almost 50% in the first half of 
1946 as compared with a year earlier. Higher raw 
material and labor costs virtually eliminated operat- 
ing profits, but carry-back tax credits saved the day 
and the company realized a small net return. 


IV. Our Swollen Money Supply and Its Purchasing Power 


NCREASED production is most frequently offered 

as the solution to the problem of high prices and 
scarcity of goods. Some believe the problem is pri- 
marily a monetary one, to be attacked through mone- 
tary action. They hold that the forces acting on 
prices are largely monetary, and that an increase in 
production is not the means of preventing further 
price rises. Whatever the validity of this viewpoint, 
the monetary aspects of the wage-price dilemma have 
to be considered together with production and supply, 
particularly as they relate to the purchasing power 
argument often cited by labor to support demands for 
higher wages. 


TURNOVER RATE IMPORTANT 


Two factors which enter into purchasing power are 
the money supply and its velocity of circulation. 
Many who realize the inflationary tendencies inherent 
in our large volume of money still give too little con- 
sideration to the importance of the velocity or turn- 
over of this money. Inflation is spoken of in terms of 
demand and supply, with relatively little emphasis 
upon turnover, as demonstrated by the following 
statement of Marriner S. Eccles, in his testimony on 
the extension of the OPA.: 


“This tremendous expansion of bank credit which has 
so greatly swollen our money supply, is a primary source 
of inflationary pressures at this time, and will continue 
to be until goods and sources are available in sufficient 
quantity to balance more evenly the factors of demand 
and supply.” 


1United States, House of ea Committee on Banking 
and Currency, Hearings on H. R. 5270. 


The money supply—.e., total deposits, excluding 
interbank deposits and adjusted for uncollected items 
plus currency outside banks—is estimated to have 
reached $171 billion on June 30, 1946. Total deposits, 
adjusted, accounted for $144 billion, and currency 
outside banks for $27 billion. The total supply ap- 
pears to have leveled off; during May and June there 
was a decline and for the first six months of 1946, the 
decrease in the supply amounted to $5.4 billion. This 
decline is owing primarily to government accounts 
being drawn down; demand deposits and currency 
outside banks are still increasing. Further expansion 
or contraction depends primarily upon the govern- 
ment deficit, the amount of private credit, and the 
reduction of the government debt held by commer- 
cial banks. 


FACTORS AFFECTING SUPPLY 


The factors which affect an expansion or contrac- 
tion of the quantity of money are: 


1. Expansive items (their expansion adds to, and their 

decline reduces, the volume of deposits and currency) 
(a) Monetary gold stock; 
(b) Treasury currency outstanding; 
(c) Loans and investments of banks. 

2. Contractive items (their expansion reduces, and 
their contraction increases, the volume of deposits and 
currency) : 

(a) Treasury cash and deposits at Federal Reserve 
Banks; 

(b) Nonmember deposits at Federal Reserve banks; 

(c) Bank capital (including Federal Reserve) . 
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Table 11: Federal Revenues, Expenditures, and 
Deficit 
Source: Treasury Department 
Millions of Dollars 


Fiscal Year Revenues Expenditures Deficit 
LOSES eae 4,990 8,361 3,371 
UDA), Sarees aa 5,175 8,824 3,649 
LY [oe ee eae 7,700 13,862 6,162 
PC sates creo ansca 5x afeesye 2 12,560 33,980 21,420 
OG), 2 ge eee a 21,982 79,604 57,623 
AA ce psc roo ok Bses 3 43,608 95,129 51,521 
LAT, 2 ee ma ee 44,424 98,360 53,937 
HERS AE rt nate 0: Sia fei af 3 39,702 60,774 21,072 


STN ES a a a a Al LE A et add 

Note: Federal financial data have been adjusted to include the net advances to 
government corporations, including funds obtained by these agencies by selling 
obligations guaranteed by the government. Social security taxes are included in 
revenue only to the extent that they are available for administrative expenses. Benefit 
payments from social security trust funds are not included in expenditures. Surpluses 


and deficits therefore include amounts to be met by borrowing from trust funds as 
well as from the public. 


Table 12: Computed Interest Charge and Interest 
Rate on the Public Debt and Guaranteed Obli- 
gations of the United States Government 
Source: Treasury Department 
Amounts in Millions of Dollars 


End of Fiscal Year Interest-bear- Computed Computed 


ing Debt Annual Interest | Annual Rate 
Outstanding Charge of Interest 
ANA OMEOES EPAB a. 5 0 fo-5- 5-052 45,336 1,149 2.534 
UU disc oe 47,874 1,203 2.514 
US i 54,747 1,335 2.438 
UO ae ae 76,517 1,729 2.260 
LUO 95 So 139,472 2,759 1.978 
ee a oe 201,059 3,869 1.925 
WPROMEE «hos. «ae tetaes 256,766 4,969 1.935 
JO, ee ee 268,578 5,357 1.995 


Table 13: Estimated Ownership of Interest-Bearing 
Securities Issued or Guaranteed by the 
United States Government 
Source: Treasury Department 
Par Values;! Billions of Dollars 


Held by Nonbank 


Held by Banks reels 


End of Fiscal Year 
Com-_| Federal 


Banks? | Banks 


3 
é 
: 
a. 
ze 
A 
& 
3 
Fy 
E 


DW ss 52 18.6 | 16.1] 2.5 9.7 | 19.6 
0 e geeeeeee 21.8; 19.7 | 2.2 tig 21.8 
ORs sites '<'s.5) 0s 28.7 | 26.0 6 8. 29.6 
0. eee 59.4 | 52.2 2 0. 49.7 
AE ise Sstain aces 83.3 ; 9 5.1 | 72.6 
LO Se oe 05.9 8 58.5 | 92.3 
1946 (May) p... x) 3.3 | 98.8 
pPrelimin: 


ary 
1United States Savings Bonds, Series A-D, E, and F are included at current 
redemption values. 
*Guaranteed securities held by the Treasury are excluded. E 
*Consists of commercial banks, trust companies, and stock savings banks in the 
United States and in territories and insular possessions. Excludes securities held in 
trust departments 


‘Includes partnerships and personal trust accounts 


The greatest increase during the war took place in 
the item loans and investments, reflecting the govern- 
ment deficits as the main source of the expanded 
money supply. During World War II approximately 
40% of the needed revenues was raised by taxation; 
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Table 14: Annual Turnover Rate of Demand 
Deposits in 100 Cities,! 1929-46 


Source: Federal Reserve 


Rate of Turnover? 


Year 
Present Series | Former Series 

CORO aris. eaidetnmas antisera nae octet oe sas 40.5 
LOSO Meee aaa tice ee Soe eee eee ete 33.8 
DOS Ua seers Nomis Wak ee ne oe he tee Sore, 28.6 
UOS2 Meee, SNe ere he ea oa ee es an eke 23.9 
VOSS Meee: soe ee ete ne fore os See Q2 4 
OSA ye Ses oeeecie ana. t) ioe eiche Ameer tiga orale 22.4 
ROSS Fekete chtis cio signs Wane ated eee eee 22.7 22.3 
LOSG pre. A Ao hime reattach e ae Sri 8s 22.4 22.4 
LDS 7a Pa Sore a Riera: cesasheve teva stolciars wie 22.4 93.5 
ORS BP eae. Sew apna ers eae scree heats 19.9 20.2 
DAES Ss Bp o ee eRe Oa Oe ee Dee OTaee 19.4 19.6 
RAG, seerc teers cen rarerere cate arta careyerensVeuauarake "shoes 18.6 18.8 
OAS testis Ra arae euaatl Vis Giese stores elena 19.4 20.2 
OA re caaanc i taciieieis Salovetone «6b skoves ohnas 18.4 eee 
Dede Ane eS Cr enone Oot: Cee fee 17.4 

DBA ores Se enerae ile we sexe shake evs recorege, oye 17.8 

1IM45 tee oer Pte ee ace ee ase 16.1 

1946n(Sune) ag), oe... alee seme nds 16.7 


1Excluding New York City > 4 
2T he two series differ because of changes in method of computation 


the remaining 60% had to be raised by borrowing. 
Forty per cent of the borrowing needs of the govern- 
ment was met by the sale of securities to the com- 
mercial banks and the Federal Reserve banks, thus 
injecting new money into the system and creating 
additional purchasing power. Borrowing from non- 
bank sources may have activated balances which, in 
the absence of government borrowing, would have 
remained idle. With our economy geared to war, the 
production of consumer goods did not keep pace 
with the increase in the money supply. Part of the 
additional income went into increased taxes; the 
greater amount found its way into idle balances and 
savings bonds. 

Utilization of the banking system to supply much 
of the revenue needed to finance the war and the 
resulting expansion of the money supply have resulted 
in the monetary inflation which exists today. To help 
Treasury financing and keep interest rates low, the 
Federal Reserve System supported the commercial 
banks by the extension of credit and changes in re- 
serve requirements. 

With the accumulation of deficits, the federal debt 
(direct and guaranteed) rose from $46 billion in 
1939 to $270 billion at the end of the fiscal year 1946. 
During this period the average rate of interest was 
decreasing. (See Table 12.) The absorption of $91 
billion of government securities by the banking sys- 
tem between June, 1940, and May, 1946, is shown 
in Table 13. 


Wartime controls over the economy, fuller utiliza- 
tion of resources, and a decrease in the velocity of 
circulation kept price increases from being greater 
than they were. Little cognizance has been taken of 
velocity in discussing the inflationary potential of the 
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Table 15: Annual Turnover Rate of Demand 


Deposits! in 100 Cities,? June, 1945-June, 1946 


Source: Federal Reserve 


Month RateofTurnover 
gE ge Lh ee Se aE SE ey tee nee Re 18.9 
ATT h erin seiienicbscnt to BACB eae sEiak ee 16.1 
August........ 13.7 
September... 14.9 
Oetobenis iigticrs anne eee eee nae eee 14.4 
Never berscuccnicotan horeerdiois he ee 16.5 
Denember: asa cae. caterroue en eee sni ce ttros 19.5 
1946 alannary: jo. casemate dee lates aaa Sate se eee 16.2 
IF ODTRARY’. «tae Ps oat ai ney ete oreo ks 16.2 
Marcle... awe, ee caeinisc ca caiman ern 16.8 
Aprils). (558% FOP rcaan Sea rchat eek eee 16.8 
Mayo cl dha tM Reo ote detect a ttuceste + apheeee eeu 15.8 
|e Can SORE A: = ett Bet ieee dees RN ee Rn | 16.7 


1Excludes interbank and government deposits 
2Excluding New York City 


increased money supply. A decrease in the quantity 
of money as an anti-inflationary weapon can well be 
nullified by an increase in velocity. The deficit spend- 
ing of the 1930’s was unsuccessful owing to the failure 
of the velocity to rise, for velocity is dependent upon 
the expectations and habits of the public and busi- 
ness, not subject to direct control. From 1933 to 1940, 
despite deficit spending of $29 billion, income velocity 
was steadily reduced. (See Table 16.) 


SPENDING RATE DECLINES 


The rate of spending can be shown by the turnover 
of demand deposits, and also by the number of times 
that the monetary supply divides into the income 
payments to individuals, known as income velocity. 
Both measurements show a continued decline, partly 
offsetting the expansion of the money supply. The 
turnover of demand deposits has been decreasing 
since 1929, though a slight upturn occurred during 
1941. During the war, the decrease in the rate 
amounted to approximately 17%. Income velocity has 
decreased from a rate of 2.07 in 1939, to 1.36 in 1945, 
after having risen to 2.15 in 1942. With the huge 
quantity of purchasing power now available an in- 
crease in velocity would have a strong inflationary 
effect. 

Since the federal deficit is the primary source of the 
increased purchasing power, a balanced budget is the 
first step in curtailing the creation of new credit from 
this source. By a reduction in the debt, the govern- 
ment can effect a contraction of the money supply. 
Marriner S. Eccles stressed these points in his testi- 
mony before the House Banking and Currency Com- 
mittee on February 25: 


“It is evident, therefore, that on the money side of the 
inflation problem, the government should stop and, if 
possible, reverse the process whereby it creates bank 
credit. It can stop further creation of bank credit by 
bringing about a balanced budget. It could reduce the 
existing supply of money in two ways. One would be by 
paying down the public debt. The other would be by 


Table 16: Income Velocity, 1929-1946 
Sources: Department of Commerce; Federal Reserve 
Amounts in Billions of Dollars 


Income Pay- a 
Year ments to Indi- | Money Supply! |Income Velocity? 


oenooor 


26. 
25. 
23. 
20. 
20. 
23. 
26. 


Soreyeseeger 


SSSVSSLS 
RSESaSBIS 


int FO VIO HOW WM AODWMNO HW: 


SAISAISee 


=" 
© 
Cs 
2 
a 
 & I< 


rot teak tet emt BO AD bet AO UO UO VO UO UW WO WO 20 WO OO 


pPreliminary 

lAdjusted demand deposits, United States Government deposits, and currency 
outside banks, as of June 30 

2Column 1 divided by column 2 

aSeasonally adjusted annual rate, second quarter, 1946 


Table 17: Income Velocity by Quarters, 1945-46 
Sources: Department of Commerce; Federal Reserve 
Amounts in Billions of Dollars : 


Income Pay- 
Period ments to Indi- |Income Velocity? 
viduals! 
1945MAst quarter.f05.4. .<; . 8; jee es 163.7 1.38 
Onl quarter. 2654's or aeeeeler 163.2 1.38 
Sra quarter... se. sascha, een 158.6 1.34 
bh quarters: is cnet. ¢ cnatana 156.9 1.32 
1946: lat quarters. 3.5: 52/34 ac Seas 156.7 1.31 
Spd Quartets ccs sss cenit: aa hs 161.0 1.35p 


1Seasonally adjusted annual rates 
2Mone eof i. ¢., adjusted demand deposits, United States Government de- 
its and currency outside banks, as of June 30, 1945: $118.5 billion; 1946: $119.2 
illion (preliminary). Income velocity is arrived at by dividing income payments by 
money supply. 
pPreliminary 


Table 18: Income Payments to Individuals! 
Source: Department of Commerce 
Amounts in Billions of Dollars 


arter, |Change from 2nd 
= Nr . Quarter, 1945 


Total income payments to individuals. . 161 -2 
Personal taxes and nontax payments.. . 19 2% 
Consumer expenditures for goods and 

SELVICOB i555 5 oft eet BE BOOB ee Aews 122 +20 
Net savings of individuals............. 20 -19144 


1Seasonally adjusted annual rates 


having the commercial banks sell some of their govern- 
ment securities to nonbank investors. 

“Stopping further monetization of the public debt in 
the banking system will tend also to stabilize interest 
rates so that they will reflect the volume of savings and 
investment funds in relation to demand, instead of re- 
flecting an increasing volume of bank credit. This, in 
turn, will help to reduce the inflationary effect that a 
combination of increasing bank credit and decreasing 
interest rates has on all capital assets.” 

‘Hearings, op. cit. 
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TABLE 19: TOTAL CASH PAYMENTS, 1946 


Source: 


Treasury Department 


Amounts in Billions of Dollars 


Issue 


Wieepeeriaticate of mdentedmess. 4... cote c sce t ele ccace ces e sas 
L251 NSE a GBT oe RTS EAS ee ee 
eA ELCASLE IS DONGI NSN TORANE! ck Natt eee biacecc ce cece easeee 


ABO EETTIICALE OF INGEDEOUNESSS feo). a 5) 0'4 oyayolacdse-o vince «5 ope vs oyeitia sie oe 
MiOoy certiicate OF MGEDtEGNeSs, . 0... Pec elke cee eee Use cee ees 
71/8% Gentiicate of Indebtedness.lwti en .. acietlys cetee.. decea. «gama... 


PRA SIC MONGS ter SERS asi.c aie nian mist alae Fine Bae Pain sits 
Mt AMERERSUEY DOHUS otk (Riera mars rit ciote ih cine ais yep beacons: s 


Peer W LYCASUTY NOCEST, Salih Clad eine ten eee vie dt oan Re tkles oe 


Note: Hires to July 1, the Treasury has redeemed in cash the following issues: 


September 1, $2 
maturing on October 1. 


Table 20: Prospective Buyers of Cars and Other 
Consumer Durables in 1946 by Income Classes 


Source: Bureau of Agricultural Economics’ 


Percentage of Spending Units in 
Each Income Class Who Expected 
To Buy:! 
Income Class 


Cara Other Consumer 


Durables 
MAHER E-OUD GG Gs, cre tavs a ayaigiansmre do w.0 cs 3 14 
UO ON BOD 5 oo os gos sm Sinaia 2.5 3:0 ofe.o.> 8 25 
EMM REO: cies wi cenc ta ccw cases 11 32 
BOUOO PS, 999! eee. cin stots daelaek 16 34 
MUO ANG (OVE. . cient motown s t aac 28 38 
WUMMININEL SSS ss Oe ies ices mites ae ss ae 28 


Includes those who said definitely that they would buy and those who said they 
probably would buy. 


Table 21: Prospective Method of Payment for 
Cars and Other Durables by Liquid Asset Holders 


Source: Bureau of Agricultural Economics 


Percentage of Holders in Each Size Group! 


Large Holders pis > Holders} Small Holders 


Method of Payment for _ for _ for 
Their Income | Their Income | Their Income 
PMO ons. vaio. auese. + «.s 75 51 41 
Instalment credit........ 13 32 42 
Less than 40% of cost. 1 3 2 
40% to 59% of cost... 5 6 3 
60% or more of cost... 7 23 yy 
Uncertain as to method. . 12 17 17 
AVS eee ae 100 100 100 
1Liquid asset holders in all income classes are included in these size groups. Large 


holders are defined as those in the upper one fourth of asset holders by comparison 
with others at their income level. Small holders are the lowest one fourth of asset 
relative to their income level. 


There is no budget balance in sight for the present 
fiscal year. In his August 1 message, the President 
estimates a deficit of $1.9 billion for the fiscal year 
1947. A danger lies in the method of financing this 
deficit, as pointed out by Charles O. Hardy: 

“The danger to price stability in 1946 is not in the 


size of the deficit, which could all be taken care of by 
sale of bonds to nonbankers, but in the prospect that it 


1Board of Governors, Federal Reserve System, Postwar Economic 
Studies, No. 4, “Prices, Wages, and Employment,” p. 15. 


Date Called | Tota! Amount Cash ha selma Caras 
or Mature Calle: Payment Banks Covered by Treasury 
Survey 

March 1 4.1 1.0 
March 15 138 1.3 83% (as of January 31) 
March 15 6 5 
April 1 4.8 2.0 85% (as of February 28) 
May 1 1.6 1.6 85% (as of March 31) 
June 1 4.8 2.0 
June 15 1.0 EO 46% (as of April 30) 
June 15 8 8 
July 1 4.9 2.0 718% (as of May 31) 

i Haden 23.9 12.2 


vu 2 1 the s August 1, $1.3 billion cash payment for maturing certificate, $2.5 billion outstanding; 
lion cash payment for maturing certificate, $4.3 billion outstanding. The 


reasury has announced a further cash redemption of $2 billion for the certificate 


will be financed by drawing down Treasury war-loan 
balances. This method is even more inflationary than 
the wartime deficit financing, since no one’s purchasing 
power is decreased to offset the government’s expendi- 
tures (except that it requires an increase in total bank 
reserves, since war-loan accounts are free of reserve re- 
quirements), whereas much of the wartime deficit was 
covered by sale of bonds to persons whose expenditures 
were correspondingly reduced.” 


The Treasury has begun to retire the outstanding 
debt by a reduction in the large cash balance. Approx- 
imately 50% of the securities maturing and called be- 
tween March 1 and September 1 paid off in cash.1 


OTHER INFLATIONARY PRESSURES 


Added to the inflationary pressures of the large 
holdings of currency, deposits, and government se- 
curities, is the pent-up demands of consumers for 
durable goods. Even after correction for duplication 
of orders and other replacements, deferred demands 
will continue to be high, particularly for automobiles 
and housing, the production of which is still lagging. 
In addition, the demands of industry for capital goods 
and for replenishment of inventories must be consid- 
ered. 

The growth in consumption during the war and 
since V-J day has been primarily in the nondurable 
field because of existing shortages in consumers’ dur- 
able goods. The proportion of disposable incomes 
expended for nondurable goods is now greater than 
before the war.2 Income payments which declined 
with the termination of hostilities have been rising, 
and for the second quarter of 1946 the annual rate 
was only slightly lower than during the correspond- 
ing period last year. Increased consumer expenditures 
are being mostly met out of current income, thus 
decreasing the rate of savings. 


1For the effect of this anti-inflationary step, See The Business 


Record, August, 1946, p. 293. 
*See Survey of Current Business, February, 1946, p. 5; July, 1946, p. 4 


356 THE CONFERENCE BOARD 


September, 1946 


Table 22: Sales and Redemptions of Series E Bonds 
Source: Treasury Department 
Millions of Dollars 


Month Sales Redemptions 
1945) August ctastin peenies, » seeaieres 571 485 
Septeta bets. oi... saa aan ate 420 487 
October c..ccoo scene separa 510 562 
November: 5...3. stestess sae seis es 865 474 
Brecembers 5 6.. cas « sriaercis cretowienere 908 490 
O46  Jamaary’.. 5 sieisls elie csi scs vata slots oie 641 541 
MUAY fcr assists arstele sen eas 367 492 
March. (crests ashlee bier 371 550 
April 388 546 
345 469 
S21 439 


According to the survey of liquid asset holdings 
conducted by the Bureau of Agricultural Economics? 
current expenditures will continue to be paid primar- 
ily out of current income. However, the survey indi- 
cates that approximately $10 billion to $15 billion of 
liquid assets will be used by consumers during 1946— 
that 11% of the spending units would probably buy 
automobiles, and 28% would buy other consumer 
goods. It appears that new savings will in no way be 
sufficient to counteract the inflationary tendencies of 
the spending of these liquid assets.” 

The survey further indicates that the use of con- 
sumer credit may amount to $3.5 billion to $4.5 bil- 


“National Survey of Liquid Asset Holdings, Spending, and Sav- 
ings, Part Three.” A Survey Conducted for the Federal Reserve 
Bank. A summary of this brochure appears in the August, 1946, 
Federal Reserve Bulletin. 

*See “The Mounting Inflationary Threat,” The Business Record, 
August, 1946. 


lion in 1946, thus adding to increased purchasing 
power not arising from current production. In addi- 
tion, transfers of liquid assets to other forms of invest- 
ment could exert upward pressure. 

It is pertinent in this connection that redemptions 
of Series E savings bonds have exceeded sales since 
the termination of the victory loan. 


STRONG FOREIGN DEMAND 


To the available purchasing power of domestic 
firms and consumers must be added the increased 
need of foreign governments for our goods, purchase 
of which is being financed through the Export-Import 
Bank, the Treasury, and private banks. The lending 
authority of the Export-Import Bank of Washington 
was increased from $700 million to $3.5 billion by an 
act dated July 31, 1945, which also removed the pro- 
hibition on loans by the bank to governments in 
default to the United States Government. On March 
1, 1946, the President indicated that a further in- 
crease in the lending authority of the bank—from 
$3.5 billion to $4.75 billion—would be necessary for 
1947. Based on the present lending authority, loan 
disbursements of two billion dollars are estimated for 
the fiscal year 1947, primarily for lend-lease termina- 
tion and reconstruction. The loan disbursements of 
the Export-Import Bank, credits extended by the 
Treasury directly and through the International Bank 
for Reconstruction and Development, and private 
lending will add to the existing strong domestic de- 
mand for producer and consumer goods. 


V. Case Studies in Wage-Price Relationships’ 


TEEL—by force of circumstances beyond the in- 
dustry’s control—stands at the base of the 1946 
spiral in durable goods prices. While some increases 
in ceilings of hard goods were made prior to the aver- 
age rise of $5 a ton in steel on March 1, they have 
been-much more important since then. In some in- 
stances steel has served as a direct cause of other 
price increases, such as industrial equipment and 
automobiles, and in other instances it served as the 
pattern or example on which subsequent actions were 
based, automobiles being also in this group. The size 
of the steel wage increase, 18.5 cents an hour, became 
a general standard, and the Presidential policy related 
prices in general more closely to wages after mid- 
February, a policy determined first in solving the 
steel problem. 
In granting price relief to the steel industry in 


1Prepared by the Industry Studies Department 


March, 1946, Reconversion Director Snyder’ directed 
that, after not less than three months’ operating 
experience, the new maximum prices should be re- 
viewed and adjusted to accord with pricing standards 
prevailing at the time of review. Company earnings 
in relation to the base peace period are also to be 
considered. This case is now under review. 

As the $5 increase in March was the first (with 
minor exceptions) since 1939, the steel industry con- 
tends this price increase did not balance all the 
increased costs that had occurred in the interim, and 
that the industry is therefore entitled to still higher 
prices than are sanctioned today. 

The case for higher prices (on some if not all steel 
products) is emphasized by the fact that OPA was 
considering higher prices even before wages were 
boosted last winter, the tentative estimate being re- 
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Chart 1: Man Hours per Ton of Finished Steel 
and Operating Rate 


Sources: American Iron and Steel Institute; 
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ported at $2 a ton. Since early in 1941 all the major 
ingredients, except scrap, have gone up, based on 
higher wages—particularly ore, basic pig iron, coal 
and coke. In each of these, recent increases have been 
substantial since the markup in steel. Freight rates, 
highly important where tonnages bulk so great, also 
were raised recently. 

The vicious circle could hardly be better illustrated 
than by the fact that some of the equipment! needed 
by the steel industry now costs more because of the 
wage-price pattern set in iron and steel. Indeed, a 
leading steel producer has decided to cut the amount 
of expansion it had planned because the cost of equip- 
ment is now at least 18% higher than at the begin- 
ning of 1946. The industry has a large program of 
improvements. A further advance in freight rates 
would boost iron and steel costs another notch. To 
round the circle, one of the arguments advanced by 
railroads for further rate increases is the higher cost 
of materials.” 

Under more stable operating conditions than have 
prevailed this year, the economies of recent high oper- 
ating rates might have gone far toward offsetting in- 
creased costs as compared with prewar rates and 
costs. Trends in man-hour productivity up to mid- 
year, however, are not encouraging. Results since 
then are not yet known. One of the largest producers 
recently reported that productivity was about 97% 
of the 1939 rate. Some reports indicate that ship- 
ments of finished mill products in recent months have 
been only 101 to 110 pounds per man hour against 
130 pounds in 1939. (See chart on man hours per 
finished ton.) 

If ingot operating rates can be held close to 90% 


1Many kinds of industrial equipment have been removed from 
price control. 
*Steel is one of the most important railroad material costs. 


for a somewhat longer period than has yet been ac- 
complished, productivity may rise. While there has 
been much publicity recently on higher steel opera- 
tions than had been generally expected earlier, these 
high rates have been so interrupted that shipments of 
mill products in the first half of 1946 were only two 
thirds as large as a year earlier. Steady operation in 
the second half of the year at recent rates would 
mean 50% more steel production than in the first 
half. Practically every class of consumer from build- 
ers of heavy industrial equipment to toys is steel hun- 
gry and trying to get on the order books for long 
periods ahead, but producers are not accepting all the 
future business offered. 


NONFERROUS METALS 


Prices of some nonferrous metals have also been 
closely linked with wage demands, settlement com- 
ing only after prolonged strikes. This has been par- 
ticularly true in copper and lead. Aluminum and 
magnesium were removed from price control about a 
year ago, but their prices have remained unchanged. 
They have not been confronted with as difficult min- 
ing problems as some other metals. 

The ceiling price of electrolytic copper was in- 
creased 2.375 cents to 14.375 cents a pound on June 3, 
where it has remained ever since. The new price has 
been permitted only where approved wage increases 
have been granted. Premium prices reduce to some 
extent the significance of the ceiling prices. Adjust- 
ments were made in premium prices in June which 
are likely to have further beneficial effect, especially 
on the output of the large low-cost producers. 

Production of copper and its products this year has 
been far below requirements, and is likely to lag for 
a long time. This has resulted from widespread strikes 
at mines, smelters, and refineries and brass and wire 
mills. Increased imports are precluded by strikes in 
foreign mines. Domestic consumption of copper is 
likely to decline about 20% in 1946 as a result of 
strikes, despite improvement in conditions ‘since the 
end of the first half of the year. 

The lead industry has given vent on more than one 
occasion to urgent demands for higher ceiling prices, 
and it has been partly successful in its demands. The 
OPA granted an increase of 1.75 cents a pound on 
June 3 (from 6.50 cents to 8.25 cents, New York). 
This was in recognition of higher costs for both labor 
and materials, according to the OPA. On July 2, just 
after the OPA went out, one of the leading producers 
raised the price to 9.50 cents a pound. It was con- 
tended that this rise merely offset the end of subsidy 
payments. When the OPA returned it rolled the 
price back to 8.25 cents, but restored subsidy pay- 
ments. 

Lead supplies are likely to continue tight owing to 
labor difficulties, and are further threatened by strin- 
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gencies of world lead ore reserves. September allo- 
cations of government lead are fixed at about 21,000 
tons by the CPA, which is little more than one quar- 
ter of about 79,000 tons of consumer demand. Do- 
mestic output of refined lead in July was 34,000 tons. 
Government stocks on July 31 were only 33,751 tons, 
a decrease of nearly 8,000 tons from June 30, and less 
than half of demand for September. 

As in the case of lead, zinc supplies are beginning 
to dwindle, government stocks having decreased by 
about 15,000 tons in July. Because of the low output 
of zinc, the CPA has recommended limited withdraw- 
als of high-grade zinc from the government stock pile. 

Deficiency in production has been attributed to 
low ceiling prices. Like lead and copper, zine produc- 
tion has been favored by premium prices, but unlike 
these two metals it was not granted an increase in 
June above the ceiling of 8.25 cents a pound, East 
St. Louis. 

Products of brass and copper mills were given in- 
creased ceilings in April and again in May, prior to the 
increases in base metal prices, with the latter changes 
subsequently added to the prices of the mill prod- 
ucts. The first two increases were in recognition of 
increased manufacturing costs, including wages, but 
not raw materials. Like steel, the demand for all 
kinds of rolled, drawn and cast copper, brass, lead, 
zinc and aluminum is of extraordinary proportions 
from practically all classes of peacetime users. Al- 
though aluminum and most of its products are un- 
changed, prices of aluminum wire and cable were 
recently raised 12% to 18%, reflecting wage changes. 


CONSUMERS’ DURABLE GOODS 


Like the situation in automobiles, retail ceilings of 
many items such as radios, toasters, stoves, washing 
machines, and vacuum cleaners, were recently in- 
creased to counteract earlier price absorption. Vari- 
ous increases have been given to manufacturers since 
the end of the war, covering both labor and material 
costs. The case of the washer and ironer industry 
was a particularly interesting one. It obtained a price 
increase of 7.7% over October, 1941, prices in Novem-: 
ber, 1945, covering enlarged costs all around. There 
was much contention that this increase, one of the 
earliest of such actions, was inadequate. An addi- 
tional rise of 1.8% in April, 1946, however, was on the 
basis of “‘liberalizing” wages. 

In refrigerators the ceilings were first held to 1942 
levels (with some adjustments possible). The first 
industry-wide increase was 8% in April, reflecting 
labor and material costs. This increase was passed 
along to consumers because retailers were unable to 
absorb further advances. In August, the retail in- 
crease was 6%, while the manufacturing increase was 
only 3.5%. 

Retail prices of small radios that are not among 


the standard brands are reported to be showing some 
softening—a new note in the consumer durable goods 
situation. As production improves, the public is re- 
ported to be more discriminating in radio-set demand. 
Monthly production of radios has surpassed the 
1940-1941 average level in number of sets but prob- 
ably not in value, since 88% of June shipments were 
table models. The latter were 75% greater than the 
prewar average while console models were 39% fewer. 
Consumer interest in some other durables also is 
reported to appear less urgent. 

Shipments of the following types of durable goods 
in July were above prewar averages (1940-1941): 
washing machines, vacuum cleaners, gas ranges, water 
heaters (total all types) and electric ranges and 
irons. Shipments of mechanical refrigerators and sew- 
ing machines, on the other hand, were far below 
prewar levels, as were unit shipments of wood house- 
hold furniture in June. Shortages of many materials 
and parts have hindered output of many of these 
products. 


AUTOMOBILES 


Ceiling changes in the various makes and styles of 
automobiles have been many and varied. Manufac- 
turers’ prices of some cars were cut a small percentage 
at one time, but current ceilings run from small in- 
creases to several hundred dollars above prewar quo- 
tations. Cost absorption by dealers was the policy 
of the OPA last winter, but, under the new law, OPA 
was forced in August to restore peacetime markups, 
putting retail ceilings up 7.3%. 

Increases to manufacturers have been in recogni- 
tion of rises in both wages and materials, according to 
OPA releases. Some advances in ceilings have also 
been in recognition of engineering changes. As the 
automobile industry is the supreme example of low 
costs from mass production, the outlook in the indus- 
try depends largely on the extent to which it can 
overcome labor and other problems retarding output. 
Substantial progress has been made since June, and 
September schedules are above August performance. 


TEXTILES AND APPAREL 


Production and pricing conditions in these trades 
have differed considerably from those in durable 
goods, as it was essential to maintain civilian output 
during the war to a greater extent than for such 
commodities as refrigerators and radios. Although 
the production curves have been smoother in textiles 
and apparel, price curves on many items have swung 
through greater arcs. 

The great rise in raw cotton is one of the chief rea- 
sons for sweeping price changes in apparel. Early in 
the war period raw cotton was selling for less than 
10 cents a pound, but when the United States entered 
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the conflict it was about 17 cents. Recently, it has 
been slightly more than twice that price, the major 
portion of the increase having occurred since the end 
of the war. This trend has forced prices of cotton 
textiles up rapidly, particularly in the past year.1 The 
recently increased ceiling of 13% on fine goods and 
17% on others, since the revival of OPA, was chiefly 
to compensate for higher raw cotton prices. The OPA 
placed prices on a monthly adjustment basis at the 
same time, to keep in step with the raw basis, but 
the industry asserted that this method was too slow, 
so that cotton textiles are now to be adjusted every 
two weeks. 

Wage increases have been a less important element 
in raising cotton goods prices, but recently an increase 
of 8 cents an hour was generally granted. The OPA is 
permitted by the WSB to recognize 5 cents of the 
wage increase for pricing purposes. Earlier wage in- 
creases were also made and recognized. 

Raw wool, wool fabric, and rayon yarn and gray 
goods prices have been relatively stable since early in 
the war period. Weavers using rayon, however, have 
been besieging the OPA for higher ceilings because 
of increased labor and other conversion costs. Some 
rayon products have been allowed a 10% incentive 
premium to stimulate output. 

The average price index of suits has been a little 
more than 50% above the 1935-1939 base. Until 
April, 1946, prices were based on the July-November, 
1941, level but since then suits have been priced by 
manufacturers at current direct costs? plus the 1943 
average over-all markup. The reason given by the 
OPA for the latter change is that under the “freeze” 
regulation manufacturers tended to shift to the more 
profitable items, but it is hoped that new regulations 
will bring about more rounded production because of 
profit stimulation. 

The whole apparel situation was further compli- 
cated by the MAP (maximum average price plan) 
from the spring of 1945 until it was abolished under 
the revived OPA. Congress abolished this measure, 
which unbalanced wool fabric production in favor of 
better-margin women’s wear goods. Other apparel 
unbalances were also involved. 


No Softening of Prices 


Prices of shirts, shorts and pajamas were raised at 
the end of July in recognition of labor costs that had 
been absorbed since a December increase. Fabric 
prices to this trade were also raised. 

Because of the tremendous variety of goods on the 
market, retail price conditions are difficult to sum- 
marize, but there is little apparent softening of prices. 
In some lines more low-priced goods are beginning to 

1Raw cotton costs represent 33% to 70% of manufacturing cost, 
depending on the type of product. 


2Except for manufacturers’ absorption of December wage increase. 
Wage increases to August 18, 1945, were included. 


appear. This will bring average prices down, but 
such action does not involve price cuts in individual 
items where qualities are unchanged. 

Abundant supplies of some lines of textile products 
have lately developed, mostly in specialties such as 
sport shirts and chenille bedspreads. Standard shirts 
and men’s suits remain in short supply, with indica- 
tions that a long time will be required to bring de- 
mand and supply into balance, unless continued rise 
in prices should cause greater consumer resistance. 
In some lines of household textile goods and apparel, 
consumers are showing much greater discrimination 
than formerly and goods are moving less freely. Some 
types of women’s coats are in this category. 

Several increases in shoe prices this year reflect 
higher costs for both labor and materials. The tight 
market in hides is limiting shoe production. 


FOODS 


Farmers are assured by law that their principal 
products will be sold at a price not less than 90% 
of parity for two calendar years following declaration 
by Congress or the President of the termination of 
hostilities. This declaration has not yet been made. 
With mounting production costs, a number of price 
ceiling increases have been necessary to reflect in- 
creases in parity. Ceiling prices may not be set be- 
low parity. 

Many increases have occurred in retail and whole- 
sale food prices during the past few months. The 
Price Control Extension Act of 1946 eliminated al- 
most all food subsidies but provided that ceilings 
must be correspondingly increased by the amount of 
the subsidy. The act also requires that wholesalers 
and retailers are allowed the margins they had on 
March 31, 1946. Ceilings on processed and canned 
foods were raised to compensate for approved wage 
increases and other higher costs of production that 
have been pretty general throughout the industry. 
Many increases already take into consideration 
freight-rate rises announced by the Interstate Com- 
merce Commission on July 1, 1946. The August 
increase in ceilings for canned fruit was attributed 
principally to the increased cost of sugar. 


FERTILIZERS, FARM IMPLEMENTS 


Considerably higher ceiling prices of about 10% 
to 12% were announced for fertilizer materials with 
the revival of OPA. Nitrate increases are the same 
as those made in the selling prices of Chilean sup- 
pliers because of the removal of the subsidy and in- 
creased costs of production and transportation. In 
superphosphates the increase reflects additional labor 
costs and costs arising from recent freight-rate in- 
creases ranging from 3% to 11.3%. 

Wholesale and retail prices of farm machinery and 
equipment rose sharply during the past few months 
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after only slight rises had been permitted during the 
war. In May, 1946, OPA granted a 10% price increase 
to manufacturers and wholesale dealers in order to 
cover approved wage increases and higher material 
costs. Dealers were permitted only a 5% increase on 
complete items and none on repair parts. Effective 
July 31, 1946, however, retail ceilings of all farm 
equipment and replacement parts were raised an 
average of approximately 6% so that dealers should 
realize the same percentage discounts and markups 
as during peacetime, as required by the new Price 
Control Act. At the same time, the 2% distributors’ 
handling and transfer cost was restored. 


COAL 


The OPA authorized on June 21 an average in- 
crease of 40.5 cents a ton for producers’ ceiling prices 
of bituminous coal. These increases range from 10 
cents to $1.47 a ton, depending on the producing 
district and whether the coal is recovered from strip 
or deep mines. Retail prices were accordingly ex- 
pected to be raised approximately 3.75%. These 
increases were added to the old ceilings established 


on May 13 on an adjustable pricing basis which would 
involve a retroactive (and presumably an upward) 
revision in the event of future wage agreements. 

Increased ceiling prices were also granted for 
anthracite coal on June 25. These increases, which 
average 91 cents a ton, range from 40 cents to $1.15. 
The rise in ceiling prices in June for both anthracite 
and bituminous coal reflect the higher cost of opera- 
tions resulting from wage settlements. 

The increases in bituminous costs resulting from 
the new wage agreement, including welfare, is 39 
cents a ton and from other factors 6 cents, but opera- 
tors absorb 11 cents of the total 45-cent rise in costs, 
according to OPA. Many of the same factors, includ- 
ing absorption of 13.5 cents by operators and also 
increases in the salaries of office workers, were instru- 
mental in bringing about the 91 cents a ton increase 
for anthracite ceilings. 

Since the return of OPA a price increase of from 
6 cents to 8 cents (generally 8 cents) a ton of coal 
for domestic consumers was allowed on July 26 as a 
result of freight-rate increases. Coal dealers are thus 
permitted to raise their ceilings by the exact amount 
of freight-rate increases. 


VI. Deflationary Influence of Surplus War Goods 


ALES of surplus property and plant were fre- 
quently cited as one of the major deflationary 
factors which would be operating in the immediate 
postwar economy. These surpluses would be defla- 
tionary because they would serve to increase the 
supply of goods at the disposal of consumers and 
producers without an equivalent increase of money 
income in the hands of consumers or businesses. 
Table 24 summarizes briefly the total of all kinds 
of surplus property placed in the hands of all do- 
mestic disposal agencies, the sales made and the in- 
ventories on hand by quarters from June 30, 1945, 
to the same date in 1946. Net acquisitions (the total 
of property acquired for sale by the disposal agencies) 
reached by June 30, 1946, a total of $18.7 billion* 
at reported cost value. A year earlier, on June 30, 
1945, only $2.5 billion of surplus property was in the 
hands of the disposal agencies. Thus $16.2 billion of 
property was declared surplus and made available for 
sale in the fiscal year 1946. The two-year total of 


1This figure is not the total of all surplus property. It is a total 
only of that property which has been declared surplus. By June 30, 
1947, it is expected that $33 billion worth of property will have been 
declared surplus and available for sale. For a discussion of the 
usability and probable sales value of this government surplus prop- 
erty, see Jules Backman and M. R. Gainsburgh, “Deflation or 
Inflation ?” National Industrial Conference Board, 1946, pp. 22-27. 


Table 23: Acquisition, Disposal and Inventory 
of Surplus Property, All Domestic Agencies, 
Through June 30, 1946 


Source: War Assets Administration 
Reported Cost in Thousands of Dollars 


Disposals 
Inven- 
a Aca ae Bad ot 
sitions | Total oe Period 
pees for 
Cumulative through June, 1945] 2,501] 414 | 407 | 238 | 2,087 
1945 Third quarter........... 2,127} 156] 149 50 | 4,059 
Fourth quarter.......... 6,279} 505 480 206 | 9,833 
1946 First quarter............ 4,486] 1,319 | 1,084 453 | 12,999 


ond quarter.......... 3,314] 2,164 | 1,855 699 | 14,150 
Cumulative through June, 1946] 18,707] 4,557 13,975 | 1,646 | 14,150 


$18.7 billion compares with $33 billion worth of sur- 
plus expected by June 30, 1947. 

By June 30, 1946, cumulative sales of all agencies 
had reached only $4.0 billion at cost value (see Table 
23). As a result, inventory on hand totaled $14.2 
billion, a small amount of which was earning income 
since it was leased. Since sales have lagged far be- 
hind acquisitions, inventory has piled up in the 
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Table 24: Acquisition, Disposal, and Inventory 
of Plants and Sites through June 30, 1946 


Source: War Assets Administration 
Reported Cost in Thousands of Dollars 


Disposals 
Inven- 
; Net 
Period Acqui- wes 
sitions Period 


Cumulative through June, 1945] 141 Q7 QT 25) 114 


1945 Third quarter........... 421 8 8 6 | 527 
Fourth quarter!......... 1,710 90 90 57 | 2,148 
1946 First quarter............ 1,297 | 266 | 262] 142 |3,178 
Second quarter....... 800 | 582 | 563] 208 |3,396 


Cumulative through June, 1946! 4,370 | 974! 951! 438 |3,396 


1Beginning with December, sales and leases include authorized transactions in 
addition to fully consummated transactions. 


hands of the disposal agencies. By June 30, 1946, 
fully 75% of all net acquisitions by the disposal 
agencies was still in their inventories. This lag indi- 
cates the potentially strong, but actually weak, defla- 
tionary effect of surplus property disposal. 

The sales figure of almost $4 billion does not by 
any means indicate the receipt of that much money 
to the government, and in this case the goods went 
for $1.6 billion, or about 41% of their original cost. 

In so far as one of the ways that the sale of sur- 
plus property is supposed to act as a deflationary 
factor is by increasing government revenues, an ex- 
amination of the actual cash receipts is pertinent.t 
In the two years ended on June 30, 1946, cumulative 
cash receipts of the Treasury from this source totaled 
only $657 million, Actually, considerably more than 
this figure has been received by the disposal agencies 
from the sale or rent of surplus property as can be 
seen from Table 23, which shows total cumulative 
sales to be $1.6 billion. The difference between these 
two figures consists mainly of funds held in suspense 
accounts which will eventually be credited to the 
Treasury or of funds reimbursed to the agencies 
originally owning the sold property. But since they 
will be received by the Treasury in the fiscal years 
following 1946, they will serve to increase revenues 
in those years only. 

Details of the sale and inventories of plants and 
sites and of other capital and producers’ goods are 
shown in tables 24 and 25. The cumulative sales of 
these capital goods to the end of June, 1946, was 
$865 million. Just what addition to private produc- 
tive capacity these sales represent it is impossible 


1[t might be pointed out that actual cash receipts are not a reliable 
indicator of the deflationary effect of the sale of surplus property 
so far as increasing private productive capacity or satisfying consumer 
demand is concerned. A plant which costs $10 million will have the 
same productive power whether it is sold for $1 million or $5 million. 
It should not be inferred, however, that there is no connection be- 
tween payments for surplus plants and usability of such plants, for 
it must be assumed that the more efficient plant or the better located 
each will bring a higher percentage of its original cost than less-favored 
plants. 


Table 25: Acquisition, Disposal, and Inventory 
of Capital and Producer Goods through 
June 30, 1946 
Source: War Assets Administration 
Reported Cost in Thousands of Dollars 


Disposals 
ance |i Goa alert 
¢ Net Sales tory, 
Period Acqui- ee nese End of 
sitions | Total Period 
— | Sold 
Cost oe 


Cumulative through June, 1945] 327 82 81 44 245 


1945 Third quarter...........| 146 36 35 16 | 355 
Fourth quarter..........| 861 | 113 | 106 49 | 1,103 
1946 First quarter............] 1,189 336 266 129 | 1,957 
Second quarter..........] 1,128 477 413 189 | 2,608 


Cumulative through June, 1946! 3,651 ' 1,043 901 427 | 2,608 


Table 26: Acquisition, Disposal and Inventory 
of Consumer Goods through June 30, 1946 


Source: War Assets Administration 
Reported Cost in Thousands of Dollars 


Net, 
Acqui- 
sitions 


Period 


Cumulative through June, 1945a 


317 216 100 

1945 Third quarter........... 190 63 227 
Fourth quarter.......... 606 | 142 692 

1946 First quarter............| 784 298 1,178 
Second quarter..........] 892] 605 1,465 
Cumulative through June, 1946! 2,789 | 1,324 ' 1,265 572 | 1,465 


aProperty acquired prior to January 1, 1945, is carried at appraised value. 


to say. American businesses spent about $5.8 billion 
on new plant and equipment during the calendar 
year 1945 and it is estimated that during the first 
half of 1946 they will spend about $4.5 billion. These 
surplus capital goods, it is evident, do not nearly 
satisfy the needs of American business. 


CONSUMER SALES NEGLIGIBLE 


The sale of surplus consumer goods, as shown in 
Table 26, reached a cumulative total of $572 million 
on June 30, 1946. As a deflationary factor these sales 
are obviously unimportant. Consumer expenditures 
for the quarters comparable to those in Table 26 are 
as follows: 


1945 
SP hivd < QUATUENs Ads '- Che he viol otc vo ete $17,930,000 
Pourthkquartens..¢,.ceeanss sietes seni 21,775,000 
1946 
ins BTQUATCR 352.17 ati sion ee'= om oats ofacetey- 19,515,000 


Sales of surplus consumer goods to the middle of 
1946 represented less than 3% of total consumer 
expenditures in the first quarter of 1946. It is not 
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likely that the sale of surplus consumer goods will 
ever constitute much of a deflationary threat, for 
inventories were only $1.5 billion at the end of June, 
1946, an insignificant amount compared with con- 
sumer expenditures. 

While the over-all deflationary effects appear to be 


negligible, the sale of surplus goods may be important 
in particular markets. Figures are not available to 
substantiate the point, but it is not inconceivable that 
the sale of surplus skiing equipment, some textiles 
and perhaps photographic equipment may have some 
effect in lowering prices of these commodities. 


Vil. OPA’s New Techniques 


HE passage of the Price Contro] Extension Act 

of 19461 once again set the rules under which bus- 
iness must operate in pricing commodities. For manu- 
facturers, the general rule is stated in Section 6(b) of 
the act as follows: 


“Tn order that adequate general price levels shall be 
established for all commodities to bring about maximum 
production and employment, no maximum prices shall 
be established or maintained . . . which do not return 
on the average to the industry not less than the average 
dollar price of such product during the base period, plus 
the average increase in cost . . . since the base period.” As 
an alternative “the maximum prices for a product shall 
be deemed in compliance with this standard if such 
prices on the average are equal to the average current 
total cost of the product plus the industry’s average over- 
all profit margin on sales in the base period.” 


The law stipulates that the base period shall be 
1940 and not the usual 1936-1939 average. As to the 
use of an “average,” it is stipulated by Section 6 (d) 
that “maximum prices established hereunder shall not 
be held invalid on account of their failure to return his 
costs to any particular member of any group in- 
volved,” but (e) provides that “nothing herein shall 
nullify the power of the administrator to make rea- 
sonable adjustments and exceptions in individual 
cases under the provisions of Section 2 (c) of the 
act.” 

Further qualifications are enumerated in subsection 
(f) which provides that “if the maximum prices of a 
product on the average equal its average current total 
cost plus a reasonable profit, nothing herein shall re- 
quire any further adjustments of such maximum 
prices for any period with respect to which it appears 
that a substantial expansion in the production or use 
of the product would not be practicable or would be 
practicable only by reducing the production of at least 
equally needed products.” 

Passage of the law immediately raised major ques- 
tions, some of fact, some of definition and concept. 
For example, what is a “reasonable profit”? What 
constitutes a “substantial expansion” in production? 
What meaning can be given to the term, “on the 


1Public Law 548, 79th Congress 


average”? Are income taxes included in costs? OPA 
attempted to answer these and related questions in 
a supplementary order. The following analysis is 
based upon the preliminary form of the order, in the 
hope that it would not differ materially from the final 
order. 

According to this order, the product-pricing amend- 
ment is applied by first calculating “target” average 
prices. Three methods are provided for the calcula- 
tion of these prices; two apply in the case where a 
substantial increase in production is possible; the 
third applies when it does not appear that output can 
be increased substantially. 

The computation of the first “target” price involves 
simply the application of the basic standard. For the 
year 1940 the unit price and cost of any commod- 
ity is found by dividing aggregate sales and cost 
in 1940 by the total units sold in 1940. The current 
unit cost is found by dividing aggregate cost in the 
current reporting period by the number of units sold 
in that period. The average increase in cost since 
1940 is found by subtracting the unit cost in 1940 
from the current unit cost. This unit increase is then 
added to the unit price in 1940 to get the “target” 
average price. 

This method, while attempting to compensate 
manufacturers for cost increases since 1940, actually 
involves a decline in the return on sales as the fol- 
lowing numerical examples will show. Assuming that 
unit price and costs are as follows: 


1940 Current Period 


Selling Prices;..d. 000 $s 62 5 ? 
NOB bia aur Gers a nae Ga 4 6 
Profits cAdalatees pete nk 1 ? 
Profit on saled...36.. dscns 20% ? 


The unit increase in cost is obviously 2, which, 
when added to the 1940 unit price, gives a current 
selling price of 7, leaving 1 as profit, the same as in 
1940. When this profit is related to a selling price of 
7, the return is about 14%, or about three fourths of 
the return obtaining in 1940. 

The second target price is found by adding to 
current average unit cost as found above an amount 
such that the ratio of operating profit to sales obtain- 
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TABLE 27: MANUFACTURERS RANKED BY RATIO OF PROFIT BEFORE TAXES TO NET SALES, 1940 
Source: Office of Price Administration 


Num- Profits Be- 
ber of Manufacturing Group fore Texes 
Corpo- as % of 
rations Net Sales 
8 | Nonalcoholic beverages..................+0.005 35.0 
wie cndustrial chemicale.: do jicr:\iste oe eee une es 26.9 
21 | Metalworking machinery....................-- 26.6 
Industries with Return of 20% to 25% 
te | ANPOFALE Sried PALE ewe ee saytk ois mjpcns Fayed oeues8 0) ase--lo 24.2 
SAMPLE, IASB Oe eee SO ee Rccn as paucininne ways nis6 23.7 
17 | Scientific Instruments and equipment........... 20.0 
Industries with Return of 15% to 20% 
38 | Industrial electrical equipment................. 19.2 
G+ | Other tobacco products... 28000.,.05 wor ee 18.0 
96 | General industrial machinery................... 17.3 
7 | Concrete, gypsum and plaster products..........| 15.7 
27 | Special industry machinery..................... 15.7 
28 LC | A en, ene ee = 15.5 
9 | Office, store machinery, devices .................} 15.4 
23 | Drugs, soap, toilet preparations................. 15.1 
PERSP OL ASS 5,4 5 025.05 Ra's IMME. ORS A ee 15.0 
Industries with Return of 10% to 15% 
28 | Other iron and steel products................... 14.6 
6 | Ship, boat building, repairing................... 14.2 
Mee PRORINGry PrOGucts. 0. Fe Ss vec davaays akiswee nade 14.0 
WemMADYASIVES, ASDESEOS 0. ccc. ns n> eines «msedina® 14.0 
10 | Confectionery products.....................05- 13.9 
RENTOUL’ VERICICS ico aoc cies « ws egdejopdio assnsceithe hevouaace 13.8 
BoPMeE Hater, PUNE: TUES SS hale cn aoe. wach flank <a.)> usin 13.5 
9 REPS IRONIC ornate as os Ge. crs asaie et ascitic 13.5 
13 | Agricultural machinery, tractors................ 13.5 
88 | Motor-vehicle parts, accessories................. 13.3 
26 | Communications equipment.................... 18.2 
Ji” |} Electrical applicances.....5..5. 0.020 00...22 000s 13.1 
24 | Structural clay products....................... 12.6 
Pao enpines, CUrbinesss < F2e A8S 824i Saas 3 oe liew cee 12.2 
11 | Jewelry, silverware, watches.................... 12.2 
mayen Petroleum refining: 6.5). 5.00 coc cnae ca coe es 12.0 
MD ISADELLES .ais'S2eis.< Pa Sass MTS eee ae tee 11.8 
$7 | Converted paper products Dh ag 
36 | Blast furnaces and rolling mills................. 11.6 
22 | Other nonferrous metals products............... 11.6 
6 | Fabricated structure metal products.............| 11.4 
4 | Tin cans and other tinware..................... 11.2 


Num- Profits Be- 
ber of Manufacturing Group fore Texes 
Corpo- as % of 
rations Net Sales 
38 | Smelting, refining and rolling................... 11.1 
TOM Other'durable products...) .. 2. ee. eee 118 
23 | Household and service industry machinery....... 11.0 
33 | Heating apparatus, plumbers’ supplies........... 10.7 
BM Carpets: TUmaiee nt aus s Sills, cosy nis svace ave avere Batted 10.7 
9 | Bookbinding, printing trade service............. 10.6 
Ba Cigars)... 5.5 eemerinccs dnd Supneiket otndees 10.5 
18 | Other electrical products..................0005 10.4 
17 |, Other chemical products... i. dsiedeeed ove 10.4 
PD EMO Cale AEROS IA ee. 5 rce.5 Aco, ory aia 0) oe HENS on 2s 10.3 
1S || Rarlroadtequipment 2... « asjoa% obrimiemcrincesc~ = 10.2 
26 | Other food preparations.....................05 10.1 
44 | Construction, mining machinery................ 10.1 


Industries with Return of 5% to 10% 


18 | Glassware, pressed or blown................--.- 
DY pal) Grae We Products, eis iarceseis ts slawiostestaibehaais a 
Shai Alcoholic heverages ye. occ, coyueiaesAveg aye ciejaseis nists 
SZE Commercial priwunigs =. oo 6.026 qasideaeee 
12 | Household and office furniture, fixtures.......... 
OW P ASITCT Rae ALAS, 5, Seated 5 ea one ae en 
ee gh EH er TAGDEL PIOGUCtS 5.56... poems sheisaPrnisieranid 
11 | Paints, varnishes and colors.........,......+++- 
ete | eMC TEER CU DOS ce haha tyoieia eis aca A nackes ao ackey oats 
9 UNS RE A NAc aici nC See ocles ee 
9 | Metal stamping and coating..............-....- 
i Eevee |i: FEZ a Sete feb oi ee na a Rn a eR SEY 
Alma BAKery DIOGUCES: Sic. sala tanstersccisaes ontatintsaasl’ 
TOR Other wood products!.0 2... 2. 4s sealers Hci 
(an pketrolenm, coal products... = « c:os:<, pis 2isa:sace.a8 sence 
Sins eCruher textile Poduehiy si s.q15.<:-aauiinaw ons .<!yal-and 
Sie | LAM ETOCS ie ore 7h oe hs heey Sooke ute + digo. 
AQ VESTS DOVE ClOb Era Be eee oe pace «5% ste nsaiese aigse » 21a 
Ae WMH OObWweary HNGINUS.. wycaets. crccc ces cnes ss 
GS® | Wooolens, worsteds 2205 sc. 0 20 dane ba, ree eee 
SOR |) Canned; crozen fruit eens Aer Rodel 
Dim |) Cotton textiles yo cco nerewek eee cen See 


SONNE ADOCOHNHOWEPEAANSOCOCW PO 


Industries with Return of 0% to 5% 
ie Womens, misses’ clothing '.25....- 15-0145. 2 0 can 
Toe Wb airy prodicts: Uwe Ate reece cscs = ees 
Ae MDL LE POOUR AMMEN foe on onc Sek Ge te 
95" |) Tanned, fmished leather’ 0). 0 103. .o oe. 
SOL MmMeateproductiiracicr yore hey on Fees Fe eee 


20 00 1 
DBAanawn~ 


ing in 1940 will prevail in the current period. Assum- 
ing current cost of 6, as above, an amount must be 
added to this cost which will show ratio of operating 
profits to sales of 20%, that existing in 1940. By 
dividing cost by 80% a selling price of 7.5 is obtained, 
or a profit of 1.5 for a return of 20%. 

The lower of these two target prices will be the 
new maximum price unless it appears that a substan- 
tial expansion in the output or use of the product is 
not practicable or would be practicable only by cur- 
tailing the production of another product, which is 
at least equally needed. In that event, a third target 
price must be computed and the lowest of the three 
target prices will be the new maximum prices. 

The third target price is computed by adding a 
“reasonable profit” to current average unit cost. The 
reasonable profit can be computed in two ways. 


The first alternative is found by increasing or decreas- 
ing aggregate dollar operating profit in 1939 by one 
half the percentage increase or decrease in production 
volume of the current reporting period (on an annual 
basis) over 1939 production. The aggregate dollar 
profits thus obtained are divided by the number of 
units produced in the current period to find the unit 
profit, which, when added to the current costs, gives 
the target price. The second alternative is the same 
as the first except that the period 1936-1939 is sub- 
stituted for 1939 as a basis of comparison. If 1936- 
1939 is clearly not a normal peacetime period for the 
industry, another four-year period may be used as a 
base. 

In connection with the computation of a reason- 
able profit, it should be noted that the old industry 
earnings standard will not be discarded. That is, 
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TABLE 28: MANUFACTURERS RANKED BY RATIO OF PROFIT BEFORE TAXES TO NET SALES, 1939 


Source: Office of Price Administration 


Num- Profits Be- 
ber of Manufacturing Group fore Taxes 
Corpo- asa % of 
rations Net Sales 

8 | Nonalcoholic beverages.............-+--+ee000 33.2 
27 | Industrial chemicals. . .......... ct-reu seers ie 24.2 

Industries with Return of 15% to 20% 

BY! Flat glass. 3. wipro ternsererentiescrororele ornate Meera 18.6 
21 | Metalworking machinery....................6. 16.7 
17 | Scientific instrument and equipment............-| 16.7 
BBE} Come nits. cisica'snoicnavaiancqalorsiaie enon atthe er ae ee PARE 15.5 

6 |) Other: tobacco products:....saneee cee eee 15.1 

Industries with Return of 10% to 15% 
19 Aireratt parts. 3.sotyscara Stns siis,s aus ouVtice ciated ereco ra 14.5 

7 | Concrete, gypsum, plaster products............. 14.5 
10, |-Confectionery, products!) 4. ).)e ede seule « aoe 14.3 
23 | Drugs, soap, toilet preparations................ 14.2 

Wa || Wtavon. Silk. cc prere take ne a mn center atecn oon ile sly 
38 | Industrial electrical equipment................. 13.6 

9 Office, store machinery, devices................. 12.8 
92” | (Motor vehicles. yacii. «ngs ain ct teleate tae eee Leni 
96 | General industrial machinery..................- 12.8 
27 | Special industry machinery....................- 11.6 
WY} Blectricallapphiances) 072-05. teem rere cee 11.5 
24 | Structural clay products.....................-- 11.2 

8. || (Carpets) rugs:s fae ees ee ees ae 11.2 

67 Cigarettes swag eteias wide ce mieyen te shopoot «ato cie ote 11.2 

4 ‘Tin cans, other tinwares.-. oo. 0ce Antes Cees 11.1 
98° | Other tron; steel products: (.\;2¢. 00. ce cee 11.1 
18 Glassware, pressed or blown.................+++ 10.9 
15 Abrasives) asbestos.csves siden. 5 oes + hee 10.3 
43> | Petroleum refining © <..,cii- sacks teers re erase 10.0 
S5_ | Alcoholic beverages: o..4..0.000 coos aeunseren 10.0 


Industries with Return of 5% to 10% 


11 | Jewelry, silverware, watches..................- 
26 | Communications equipment...................- 


Oy | Wire products: o..,.6 5 nays cin sane ee, ee 9.8 
38 | Motor-vehicle parts, accessories...............-- 9.7 
16 | Foundry. products... ...0¢2. 4+: 1» seeeeerneeeee 9.5 

4, .| Other rubber products,,. nc.setasace een ees ew 9.4 
22 | Other nonferrous metal products...............+ 9.4 
18 | Agricultural machinery, tractors..............-- 9.3 
@6'5)|.Other:food preparations) <....c>-0s -aaseecaeesee 9.2 

9.0 
8.9 


Num- Profits Be- 

a of Manufacturing Group fore Taxes 
asa % 

eee Net Sales 


38.9| Smelting; refining, rolling: . orcs nclecivewsqees 
17) Grain-mill products:¢ . chic: « --as aaa Hadas ele 
23 | Household, services-industry machinery.......... 
17°, |, Engines; turbines nc doses sts ois om an on arsae meee 
19 | Other durable products................-..--+-> 
15: a} Beriodicals, books... -feirise cs -acnelw deuce ter 
18 | Other electrical products..................-+++: 
33 | Heating apparatus, plumbers’ supplies..........- 
17 ‘| Other chemical products..................-5-05 
&7>)| "Raper; pulp mills 42). cke ce clea ee ees 

8 | Cigars, <0. 8 tees. Oey Pere tote ee teen 
44 | Construction, mining machinery................ 
11) | Paints, varnishes, colors, ... jdm eieer ee 
327) ‘Commercial'printing? :eeecurides saeseees aaa 
37©| Converted paper products: slam. $520. 2c ee 


4124) Bakery: products:......iace arcielaeet cote 
SEGA) Sugar 50 sock we sc aa snare cosan col tara ae 
11>) ‘Tires, inner tubes,’..4seene gee eee een ee 


9 | Bookbinding, printing trade services............- 
10%/| Other wood products, cet os...,5.0>05 eee 
12 | Household, office furniture, fixtures............- 
36 | Blast furnaces, rolling mills................-.-+ 
40,.| Men’s, boys clothing: (2005 saphgesel weet a ie 
18] | Newspapers’... 10h coete oat eat cet ae eee 
47" || ootwear; findinga™ see vara. oes 

87 j¢Other textile products: 2 yaepen anes aa eee ie 
687 "|, Woolens, worsteds: 4./450c.5 fosceun ues ce eae 
17 | Women’s, misses’ clothing.................--+-: 
$9.) i Canned;' frozen 'foodsiers. so. s- 02. eae e a ene 

6 | Ship, boat building, repairing..................- 
15.| Railroad equipment:: 9 ....cu2. 4c 


HN MMT DH HH HAY VAIVATAAIVAV I -WAVH W w 0 wg 
KOKNQIWMOSSCHWOAWNEH KH OWE EPARAAWMWSOOCOCOCHNHVSEVWOSO 


Industries with Return of 0% to 5% 

9 | Metal stamping, coating..................-..-- 4.8 
42 i} Knitted: poods, 20.5.3) set « gab andelde rine tier 4.7 
OPN Rottery.osac 2.0 cs or ocala crete <3 ieee ae 4.6 
12%, ¢|\\Dairy products:5 2.075 qateaten:. Srceem eee ele 4.4 
7 | Petroleum, coal products...............--++---- 4.4 
TSetl Cotton textiless cio. aso ancceseic an ee 4.2 
7ie\ Lighting fixturest.. 7. 5: . Seshaie pera bate oe 4.0 
25 | Tanned, finished leather................-...--- 3.8 
6 | Fabricated structural metal products............ $22 
B25 a Meat’ products cy. . dicen autor orittesta tates 1.6 


if the computation of a reasonable profit as above, 
“would yield a rate of return on net worth materially 
in excess of that earned by the industry on its over- 
all operations in the period 1936-1939, the Adminis- 
trator may make such reduction in the rate of profit 

. as may be necessary to keep the determination 
of a reasonable profit” in line with the industry earn- 
ings standard. No explanation is given of the term: 
“materially in excess.” 


A “SUBSTANTIAL EXPANSION” 


What OPA considers “a substantial expansion in 
the output or use” is of importance in determining 
the applicability or inapplicability of the third 
method of calculating target price. In general, this 
term “means an increase of at least 15% over the 
current level of physical production by the end of 
approximately six months following the time of filing 


the application.” The current level of production for 
this purpose “is the highest monthly production rate 
in any one of the three months preceding the date of 
petition.” Adjustments in the general rule are per- 
mitted for seasonal products, for temporary abnor- 
malities in the current production period, and other 
special cases. 


To determine the practicability of a substantial ex- 
pansion, the applicant must submit information as to 
“(1) the availability of facilities, materials and man- 
power for the production of the product; (2) the 
effect on the output of other at least equally needed 
products; and (3) the sufficiency of the demand for a 
substantially expanded output of the product.” 

While the data for (1) above should be relatively 
easy to obtain, (2) and (3) should provide abundant 
headaches for manufacturers. The permissible method 
of computing costs and profit margins is important. 
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TABLE 29: MANUFACTURERS RANKED BY RATIO OF PROFITS BEFORE TAXES TO NET SALES, 1936-39 AVERAGE 


Source: Office of Price Administration 


Num- Profits Be- 
ber of Manufacturing Group fore Taxes 
Corpo- asa % of 
rations Net Sales 


8 | Nonalcoholic beverages 
27 | Industrial chemicals 
5 | Flat glass 


Industries with Return of 15% to 20% 
21 | Metalworking machinery 
6 | Other tobacco products 
9 | Office, store machinery, devices 
7 | Scientific instruments, equipment 


Industries with Return of 10% to 15% 


38 | Industrial electrical equipment 
13 | Agricultural machinery, tractors 
23 | Drugs, soap, toilet preparations 
7 | Concrete, gypsum, plaster products 


96 | General industrial machinery 
19 | Aircraft, parts 
22 | Motor vehicles 
27 | Special industry machinery 
43 | Petroleum refining 
28 | Other iron, steel products 
10 | Confectionery products 

6 | Cigarettes 

4 | Tin cans, other tin ware 
11 | Electrical appliances 
18 | Glassware, pressed or blown 
35 Beverages, alcoholic 
24 | Structural clay products 
26 | Other food preparations 


HOR AMDOSWROHAAAIME 


Industries with Return of 5% to 10% 

9 | Bookbinding, printing trade services............. 
22 | Other nonferrous metal preducts................ 
ily! Jewelry, silverware, watches 

9 | Wire products 
15 | Abrasives, asbestos 
33 | Heating apparatus, plumbers supplies 
23 | Household, services-industry machinery 
38 | Smelting, refining, rolling 

7 Rayon, silk 
44 Construction, mining machinery 


Maonmnnenoenneoes 
mNenooeorwowve~a 


The two items of most importance in this connection 
are operating costs and profit. The first term OPA 
defines as including “direct material and labor, and 
manufacturing, selling, and general and administra- 
tive expenses, less income received from by-products 
and from other sources the expenses for which have 
been included in operating costs.” Specifically excluded 
from operating costs are interest, amortization of 
bond premium, nonoperating losses, provisions for 
state and federal income taxes and provisions for 
contingencies. Excluded from operating profit are 
such items as amortization of bond discounts, income 
from investments and nonoperating gains. No wage 
or salary increases granted, after February 14, 1946, 
without the approval of the Wage Stabilization Board 
can be used in the computation of operating costs and 
profits. 

Further adjustments are to be made for what OPA 


SS 

Num- Profits Be- 

ber of Manufacturing Group fore Taxes 

Corpo- asa % of 

rations Net Sales 
SC. PSULaDAe es See eee, eee er oon Uae, 


Bien Carpetatrupa: Sern fiz th8) eae sek ss au 
TS eelh INC WSBADCIS sg ESS oo iat ee hot seers ce ach oce 
26 | Communications equipment.................... 
37 | Converted paper products....................55 
38 | Motor-vehicle parts, accessories 

Seal | MOSES Soiehse eet ate MERON Caen, Cee ciel 
15 | Periodicals, books 
Alem iakeryanroducts’& & S002 ..c)idoch een Reera eS 
17 ‘| Grain-mill products 
SF Mi hapersipulpanilise svete eee. oan Peat 
17 | Other chemical products 
17 Engines; turbines scwhas. 2-2 ees tien. DR 
PG ene Round ry productae dy ra. tie ming ae. ane ome 
12 | Household, office furniture, fixtures 
15%: Railroadcequipments.22cfeiedi neato. se 
18 | Other electrical products 
10 -Other wood products\-; src sor eee toe 
19 | Other durable products 

A i Other rubberiproducts. <5 ss >ctsidsbaee. selon 
Pie alaes, varnishes® COLTS... %./.-a).<-. oa cctite o's «> 
36 Blast furnaces, rolling mills 
32 Commercial printing 
TALIS i] |e'd BA SORGIT NLT SY Lake Bete oie ee Ge eae ae SR 
AL ROOLWEArS GIMINUS) sn. cre aie ch ome et Santee 
17 Women’s, misses’ clothing...................--- 

9 | Metal stamping, coating 


SCWORSHAANWDDOKH KH WWW WOAAADDOOWaD 


Industries with Return of 0% to 5% 


Si uPOtheritextilesproducts.s505 c+ <does «6 - Osa aeses 4.6 
A0ua)| even ss boyscclothing ees. s 1s aeacents- seat - 4.5 
Aomm| Knitted goods’... etme, Shoe. conics sacs 4.2 

7 | Petroleum, coal products...................++55 4.2 

6 | Ship, boat building, repairing................... 4.0 
Lan PD AIrVADLOGUCESS srt saa Scie ae eos ice ica os 3.8 

Gi Eigntinpiixtaresvsceer sn) Geto cee Mee te eee 3.8 

PIS me RCObLON textes) beet ano oats ns soe Semana 3.5 
39 Canned frozen foodss.7.8. sao aes seas be Ae 3.5 

9 Potterya da as: Crotty « arlete eee tos tore te 5 3.4 
GSMMVVOOIGHES WOTStEOS,.- ae, ccc a cuss 6 apie cre cdsiese.e.'s 3.0 

6 | Fabricated structural metal products...........- 2.9 
25 | Tanned, finished leather.....................-: 1.3 
Lie METTCR LEDTOGHOSS eet cde o Gish tude sD ealres 1.0 


considers to be temporary cost abnormalities. Cost 
items reflecting seasonal factors or unusual events, 
e.g., strikes, floods, breakdown, etc., should be elim- 
inated in the computation of current costs. There are 
two provisions as to the inclusion of wage costs; those 
which reflect a ratio of overtime payments to total 
earnings at straight-time rates greater than that ex- 
pected at the end of the six months after the current 
reporting period are to be eliminated as well as wage 
costs reflecting lower productivity than expected. 
Nonrecurring overhead charges, such as accelerated 
amortization rates, provision for war losses and ex- 
penses connected with training of employees are also 
excluded. “Buying in unusually small quantities, buy- 
ing from unusual sources of supply, use of an un- 
usual proportion of substitute materials, an unusual 
extent of wastage” are all increased costs which are 
to be excluded as constituting “cost abnormalities.” 
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As an expression of the Administrator’s opinion 
regarding costs and volume, the following quotation 
is reproduced in full: “. . . in the absence of evidence 
to the contrary, [the Administrator is of the opinion] 
that present volume has reached normal levels and 
that an increase in volume will not result in any 
increase in the aggregate overhead other than in- 
direct labor and materials but will effectuate savings 
in the fixed per unit costs in factory burden and 
selling, general and administrative expenses adjusted 
in accordance with the rules . . . above. Therefore, 
no upward adjustment for increase in volume will 
generally be made in the aggregate admissible 
amounts for the current reporting period of factory 
burden and selling, general and administrative ex- 
penses, other than indirect labor and material cost.” 


Tables 27, 28 and 29 contain the main manufactur- 
ing groups ranked according to the ratio of profits 
(before taxes) to sales in the pertinent periods 1936- 
1939, 1939 and 1940. The sales and profits figures? 
conform fairly closely to the definitions used in the 
new order. The profit figures are before any provi- 
sion for contingencies or income taxes, but do 


1While the data shown in the tables have been compiled by OPA, 
it is not to be supposed that the ratios shown will be those actually 
used by OPA in applying this order. 
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reflect “other income” and’ “other expenses,” unlike 
the operating profit figure desired by OPA. 

In order for industries to earn profit equal to or 
greater than their profits in any of the base periods 
under the new order, their volume must be equal to, 
or greater than, their volume in the base periods. 
Since the unit profit is to be no greater than in the 
base periods, then total profits will be less if volume 
is less than in the base periods. In the case of firms 
and industries which have increased their net worth, 
a drop in volume may entail a severe drop in the 
return on net worth. Income taxes, which are lower 
at present, however, may ofiset this factor. To 
companies and industries which have had difficulty 
attaining volume output and sales because of strikes 
or shortages of materials, the application of this order 
may cut deeply into profits. 


Martin R. GaAInsprucH 
Mirtam Buavnut 
Frank GastTALpo 
Wiu1am B. Harrer 
Brernarp Moss 
Wiuram J. Noe 


Division of Business Economics 


Employment Trends in July 


HE TOTAL number of persons employed or in 

the Armed Forces declined more than 200,000 
between mid-June and mid-July, according to pre- 
liminary estimates. This was the first drop experi- 
enced since February. An increase in civilian non- 
agricultural employment was offset by a reduction of 
the military personnel and a seasonal drop in the 
agricultural sector. 


MORE FACTORY WORKERS 


Expanding employment in manufacturing and 
construction was primarily responsible for the rise 
in nonagricultural employment. More than 100,- 
000 additional workers were recruited in manufactur- 
ing, with the durable goods industries responsible 
for. the major share of the increase. The iron and 
steel and automobile groups registered the largest 
gains of more than 25,000 each; the furniture industry 
alone failed to report an increase. 

In the nondurable goods industries, a substantial 
seasonal increase of more than 80,000 reported by the 
food group was partly offset by declines of 15,000 each 
in the textile and apparel industries. Changes for 
the month in the other groups were slight. Labor 


for food-processing industries will become a large 
problem soon, although it is expected to be less 
stringent this season than last because of the pres- 
ence of a greater number of unemployed in the mar- 
ket, the return of veterans, an increased availability 
of women workers, and curtailed opportunities for 
other employment. The USES has put on a huge 
recruiting program, emphasizing the utilization of 
local workers first. Among the proposals for full use 
of community labor are the temporary release of 
workers from other industries in emergency periods, 
and establishment of short work shifts for youths, 
older workers, housewives and others not ordinarily 
in the labor market. Where the supply of local work- 
ers is not sufficient, additional workers will be 
obtained from other areas, and foreign workers im- 
ported for farm work will also be shifted to help in 
the canneries. 


INCREASES IN OTHER SECTORS 


In addition to the increases in manufacturing and 
construction, lesser employment gains were reported 
by the finance and services, transportation and public 
utilities, and mining industries. A decline in trade 
was mainly seasonal, and personnel cuts in the War 
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Farm Employment of World War II Veterans 
Week Ended July 1, 1946 
Source: Department of Agriculture 


World War II Veterans Working on Farms! 


Geographic Division Per Cent of All Workers 

Total Family Hired 
Untied ‘States. .A00 220. kee. 9.0 8.0 12.2 
EGE AIT oc. cri aieis « taich ates 13.1 10.3 18.5 
LOTT ae ae eh Se aad 10.9 9.1 12.4 
West South Central............ 9.5 9.8 8.7 
East South Central............ 9.4 9.4 9.3 
West North Central........... 9.3 7.0 20.4 
East North Central............ 8.1 6.2 16.4 
New England......... i 8.0 6.6 10.8 
Middle Atlantic............... 728 4.7 12.9 
SoathyAtiantic, .... cc.<sae cose! 7.8 8.0 fa! 


1Preliminary estimates based on returns from 17,920 farmers on the July genera 
crop schedules. 


and Navy departments further reduced government 
employment. 

The drop in agricultural employment from 11,504- 
000 in June to 11,315,000 was confined entirely to 
farm family labor. Approximately 350,000 fewer family 
workers were engaged on farms this month than in 
June. The number of hired workers, however, in- 
creased 167,000, or 7%, slightly more than a year 
earlier, when need for the workers was much greater. 


The composition of the total farm labor force this 
July was somewhat different from that of a year 
earlier. The tight labor situation characteristic of 
agriculture in the past few years has been eased 
somewhat as veterans returned to the farm. Accord- 
ing to the Bureau of Agricultural Economics, more 
than a million veterans of World War II had returned 
to farm work in the United States by July 1. They 
constituted 9% of the total number of persons work- 
ing on farms, and more than three fourths of the num- 
ber of farm workers who enlisted or were inducted 
in the Armed Forces. In the Northeast and on the 
Pacific coast, veteran farm workers exceeded the num- 
ber of enlistments and inductions; in all other regions, 
returning veterans accounted for 70% to 80% of the 
number of farm workers who had left to enter the 
Armed Forces. 

For the entire country, the number of veterans on 
farms constituted 8% of the number of family work- 
ers and 12% of the number of hired workers. The 
largest percentage of family workers who were vet- 
erans was in the West and South and of hired workers 
in the North Central and Western states. 


Rosatyn D. Smmcet 
Statistical Division 


Taxpayer Wins First Section-722 Case 


EFUND claimants of excess-profits taxes under 
Section 722 of the Internal Revenue Code 
should be encouraged by a taxpayer’s first definitive 
victory in the Tax Court. The favorable decision 
came on August 19 in the East Texas Motor Freight 
Lines case.1 Since the Tax Court is the tribunal of 
final jurisdiction in Section 722 cases, the principles 
laid down by it in this decision are binding on the 
Excess Profits Tax Council, which is charged with the 
task of processing all such claims. 


TO INTERSTATE STATUS 


The East Texas Motor Freight Lines had been 
predominantly an intrastate motor freight carrier, 
but had, in 1938, acquired three new routes which 
made the company an interstate carrier as well. In 
addition, it changed its operations from joint-haul 
distributing, with probable empty returns, to a more 
profitable method of straight load between key cities. 

Its earnings for the first two years of its base period 
were materially lower than for the latter half. Ac- 
cordingly, the taxpayer availed itself of a tax relief 
measure—the growth formula—with the consequent 


17TC No. 71 


partial relief from an unreasonable burden of excess- 
profits taxes. 

The Tax Court decided that the taxpayer’s changes 
in operations warranted relief under Section 722 (b) 
(4) as well, and that the taxpayer was thus en- 
titled to an even higher earnings credit for the base 
period. Subsection (b) (4) of the law provides that 
a taxpayer has a right to a higher earnings credit, 
the excess over which is subject to excess-profits taxes, 
if it can prove that its present credit is inadequate, 
that a change in operations occurred immediately 
before or during the years 1936 to 1939 (the so-called 
base period of its operations) and therefore its normal 
earnings would have been greater at the end and 
during that time, if the event occurred two years 
earlier than it did. 


SIX CONSIDERATIONS 


1. The case establishes, first, that the changes in 
the character of a business to invoke Section 722 
need not be substantial, as witness the fact that the 
company had already engaged in interstate commerce 
to a small extent in the years prior to 1938. It might 
be argued, too, that the conversion from the joint 
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haul to the straight load was not in reality a deep- 
seated change in management, services furnished, or 
capacity of operations. And no attempt was made 
by the Tax Court to show that the new operations 
were at least in part a substitution for the old. Sec- 
tion 722 (b) (4) claimants, particularly small firms, 
have good cause, therefore, to believe that changes 
in the character of their business need not be sub- 
stantial as to nature or as to amount of profit yield. 


2. Another factor to be considered is the use of 
the growth formula. The fact that it has the effect 
of increasing the profits of the first half of the base 
period does not bar the Section 722 claimant from 
pressing his case if he can prove that the earnings 
credit is still inadequate. In this case, the growth 
formula had already given the taxpayer a credit 
equal to 98% of the earnings of its last base-period 
year. 

3. Taxpayers have been not only plagued with 
difficulties attending compliance with the many 
Treasury regulations and the “Bulletin on Section 
722” in order to qualify their Section 722 claims, but 
have been at sea as to how to prove their claims 
before the Commissioner or the Tax Court. The dis- 
turbing question has been how to prove what earn- 
ings would have been had the changes in the charac- 
ter of the business occurred two years earlier than 
they actually did. In the East Texas Motor Freight 
Lines case, expert witnesses were allowed to testify 
that it would take two to four years for these changes 
in the motor freight carrier business to reach normal 
levels of operations. This case tends to dispel the tax 
practitioner’s fear of not being able to introduce such 
evidence, in addition to sound business statistics. 


4. The Tax Court’s decision has also put an end 
to much of the loose, tantalizing reasoning about 
“normal” earnings during the base period. Apparent- 
ly, the mere occurrence of changes in the character 
of a business renders subnormal the base period in 
which they took place. 


5. The computation approved by the court for the 
correction of the excess-profits base-period earnings 
credit, once the old credit is proved inadequate, is 
particularly important. The Tax Court compromised 
the testimony of the expert witnesses as to the 
length of time required for the taxpayer’s changes in 
its business to reach normalcy by first arbitrarily 
adding 50% to the actual earnings of the company 
for the calendar year 1939, although its base period 
actually ended on June 30, 1940. The earnings for 
1936 through 1938 were then reconstructed by apply- 
ing the 1939 ratio of the new earnings of the com- 
pany in relation to all corporate profits of the coun- 
try to the same statistics for those years.1 The de- 

\Statistics as to Corporate Profits, Years 1918-1939, for Use in 
Consideration of Applications under Section 722 of the Code.” 


Mimeograph 5807, published in the Internal Revenue Bulletin for 
January 25, 1945. 


cision thus shows that national or local industry 
statistics are not indispensable for success in process- 
ing a Section 722 claim when they are not available. 
So the old fear that the absence of industry statistics 
is fatal to a Section 722 claim seems groundless. And 
it is equally significant that the Tax Court did not 
reduce the reconstructed credit by applying the 
Bulletin’s suggestion of a variable credit to the first 
and perhaps second excess-profits tax years when the 
changes in the character of the business had perhaps 
not quite reached full economic development. 

6. Another manifestation is that mathematical 
errors in the computation of the reconstructed credit 
are not inimical to the success of a Section 722 case. 
In this instance, the taxpayer failed to subtract the 
income tax paid in computing the earnings credit 
which is required only for the first excess-profits tax 
year in accordance with Section 711 (b) (1) (A). The 
Tax Court held in this matter that such an adjust- 
ment can be made by a recomputation and does not 
involve the merits of the claim. 


A TURNING POINT 


This case, therefore, marks the turning point in the 
judicial and administrative history of Section 722. 
The economic and legal difficulties encountered by 
taxpayers in implementing this special excess-profits 
tax relief measure in the light of the Treasury regu- 
lations, the Commissioner’s “Bulletin on Section 722,” 
and the earlier pro-Treasury decisions in the Blum 
Folding Paper Box Co.,! the Monarch Cap Screw & 
Manufacturing Co.,? and Fezandie & Sperrle, Inc.’ 
cases have frequently destroyed meritorious claims. 

The East Texas Motor Freight Lines case is espe- 
cially significant because it deals with a subsection 
722 (b) (4) claim, under which most claims for 
excess-profits tax refunds have been filed, despite 
the fact that it offers the most difficult economic and 
legal obstacles. 

According to the latest available statistics, 17,600 
corporations have filed Section 722 claims for one or 
more years up to December 31, 1945, or 25% of all 
corporations having paid excess-profits taxes. They 
filed 39,002 claims involving about $3.7 billion, or 
467% of the excess-profits taxes paid by them. These 
claims are primarily for the years 1940, 1941, and 
1942. Section 722 claims for all excess-profits years 
may approximate $8 billion. About 15,000 claims 
have been disposed of, and only 970 filed by 573 tax- 
payers were approved with refunds granted in the 
sum of $5,700,488. About 77% of all the claims filed 
were under subsection 722 (b) (4). 


J. H. LanpMAan 
Division of Business Practices 
M4 TC 795. 


25 TC No. 146. 
35 TC No. 144. 


Chronicle 


August, 1946 


1 General Motors, Ford and Chrysler reject production 
conference with union officials. Automobile Manu- 
facturers’ Association reports automobile ouput 65% 
under expectations in first twelve postwar months. 


2 OPA sets new flour ceilings $1.11 per hundred-weight 
above June 30 maximum east of Rocky Mountains 
and $1.24 above on the west coast; temporary in- 
crease granted in retail bread price. OWMR holds 
import commodity clause in Price Control Act does 
not apply to metals which the government imports 
and sells. The clause does apply to private trade im- 
ports. Production of whisky from grain suspended 
temporarily pending establishment of new formula 
for distribution to distillers. 


4. Substantial cutbacks in food purchases for UNRRA 
made to conserve funds, says Department of Agricul- 
ture. Commerce Department states that heavy pur- 
chases abroad of rubber, sugar, metals and other 
commodities by civilian federal agencies will con- 
tinue despite return of import business to private 
hands. 


5 OPA grants 17% increase over June 30 maximums on 
basic cotton textiles at mill level. Reconversion Director 
Steelman restricts until October 1 new federal con 
tracts for construction; public works program cut 
about $700 million. 


6 CPA restores. priorities on deliveries of iron castings 
and steel, suspended at time of the steel strike; pri- 
orities apply to deliveries after September 30. Housing 
Expediter Wyatt reports 225,000 dwelling units com- 
pleted in first six months of 1946, of which 112,000 
were started in 1946. 


8 First steamship conference agreement covering Latin 
American passenger service approved by United 
States Maritime Commission. 


9 OPA raises ceilings on kid and goatskin leathers to 
help increase leather supply. OPA allows 6% leather 
price increase to dealers, wholesalers, jobbers and 
finders equal to the increase previously allowed tanners. 


10 President Truman signs social security legislation freez- 
ing payroll levy at 1% through 1947. 


11 Under Secretary of War Royall says $2.1 billion war 
reserve stock pile of 65 critical materials will be 
started immediately; deficiency appropriation signed 
for $100 million down payment. 


12 Department of Commerce announces formation of Na- 
tional Distribution Council. OPA raises ceilings on pas- 
senger cars about 7%. 


13 OPA increases of 1642% towing and transportation 
charges in New York become effective. 


14 OPA grants 13% increase on fine cotton goods con- 
struction. Emergency Court of Appeals upholds right 
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of OPA to limit price of coffee, purchased in pro- 
ducing countries. 


15 Great Lakes ship crew strike begins. 


18 Economic Stabilization Director Steelman limits the 
Maritime Commission’s revised shipbuilding program 
in following economy order paring new ship expendi- 
tures from $120 million to $60 million. 


20 Price Decontrol Board decontrols major grains and 
dairy products; reimposes controls on livestock, cot- 
tonseed, flaxseed, by-product grain feeds, and soybeans. 
Subsidies in effect on meat on June 30 are restored. 
OPA order liberalizes export price regulations, allow- 
ing traders to use markups on basis of individual 
experience. 


21 Price Administrator Porter to return retail meat ceilings 
September 9; producers’ ceilings August 29. 


22 United States Tax Court recognizes shift from intra- 
state to interstate operations as basis for excess-profits 
tax relief. 


23 Wage Stabilization Board rejects two AFL seamen’s 
wage increases. Newsprint ceiling prices raised from 
$67 to $74 a ton to assure flow of Canadian news- 
print. Increase retroactive to August 8. Meat sub- 
sidies restored as of September 1 except those formerly 
paid to producers and feeders of livestock. OPA 
sets margarine and shortening prices one cent a pound 
over June 30 level. Bakers’ flour raised 7 cents a 
hundred pounds (Minneapolis), but price to con- 
sumers is unchanged. 


26 War Assets Administration surplus property gifts to 
nonprofit educational institutions approved by Justice 
Department. CPA recommends sale of limited amount 
of z¢nc from government stock piles in order to meet 
present shortage; OPA studies rollback of zine maxi- 
mum price to 8.25 cents a pound from 9.50 cents a 
pound. Trading in wheat futures resumed in Chicago. 


27 Director Steelman asks federal effort to prevent trans- 
portation crisis arising from domestic shortage of 
freight cars. 


28 Agriculture Department sets prices for livestock at 
$20.25 a hundred pounds for cattle and $16.25 on 
hogs, as against $18 and $14.85, respectively, under 
old ceilings and top prices of $30 and $21.50 quoted 
currently; producers ceilings scheduled for August 29 
postponed until September 1. 


30 Cotton-textile prices raised an average of 214% at 
producer level as a result of raw-cotton price in- 
creases. Embargo begins on freight moving into the 
New York metropolitan area. CPA Administrator 
Small says production may rise in the third quarter 
to within 5% of wartime peak; puts July rate at 
nearly 75% above prewar average. 


31 OPA announces that livestock ceilings put Department 
of Agriculture recommendations into effect. 


Selected Business Indicators 
(Annual statistics appear in “The Economic Almanac 1945-46,” page 156) 


1946 Pereentage Change 


Item Unit July, 1st 7 Months, 


June May April he 1 ies ata 
1946 1946 
Industrial Production 
Total (ERB) (8). cases tasaeccas 1935-39 =100 || P 174 |r 171 159 165 27.7 
Manufacturing (FRB) (S)........ 1935-39 =100 || P 179 |r 176 167 176 -30.0 
Durable goods (FRB) (S)....... 1935-39 =100 || P 202 | r 194 175 191 45.5 
Steel: caccieoncu.cva.xcbeeene 000 net tons |p 6,599} 7r 5,625 4,072 5,860 -82.3 
Pig irons eee ere oe ae 000 net tons 4,705 3,682 2,444 8,614 -33.2 
Copper (refined)...........-.. net tons 43,606 23,870 20,551 18,989 -52.9 
PSS ht ale a ice 34029 | 18,584] 19,580 | 98,766 -32.1 
Tite (alah) oe cceeahc+<eiee net tons 59,014 58,812 62,416 60,903 7,8 
Glass containers.............. 000 gross na. |r 8,991 }r 8,982 9,555 +10.7d 
Lumber ein. dee ike million bd. ft. n.a. 2,689 2,668 2,538 -6.3d 
Machine tools!............... 000 dollars 22,350 28,580 26,580 28,108 -28.8 
Machinery (FRB)............ 1935-89 =100 245 | r 242 230 225 46.2 
Transportation equip. (FRB). .|| 1935-39 =100 244 |r 242 239 |r 245 64.0 
Automobiles..............+.- units 220,321 | 142,318 | 152,948 | 150,206 f 
Nondurable goods (FRB) (S)... .|| 1935-39=100 || ? 160 161 160 163 6.3 
Cattonte 508s a es bales 729,958 792,661 871,559 813,732 +0.4 
Wool isu) «x «Sem aeeenieda dee million pounds n.a.|p 60.0|/p 55.1 73.0 +3 .8d 
Ray On VarMnt oo0 eae sies'vlne sais: million pounds 51.8 51.8|/r 56.8 56.6 +9.7 
Food erp mfd. (FRB) (S)..z.|| 1985-89=100 || 2 148 | r 139 142 |r 151 : 3.38 
Chemicals (FRB) (S)....... : 1] 1985-89=100 |p _234]r 238 233 235 ; -26.3 
Newsprint, North American. ..|} short tons 451,099 | 424,816 | 457,673 | 434,421 5 +24.8 
Papert: Ose ee ae % of capacity 94.0 104.6 100.7 102.7 : +13.5 
Paperboard, .jsS.,<.stees oe ceil % of capacity 89 97 94 99 -8.2 +1.2 
Boots and shoes®..............|| thous. of pairs |}¢ 39,250 |e 46,500 }7 49,331 |r 49,437] 36,338 -15.6 +9.9 
Cigarettes (small)?............ millions 25,440 26,360 29,972 25,452 21,815 3.5 +380.4 
Mining (FRB) (S)............... 1935-39=100 || P 146 | r 140 115 104 143 +4.8 6.4 
Bituminous coal.............. 000 net tons ||? 50,800 50,700 |r 19,790 3,210 47,217 +0.2 -17.2 
Anthraciteur ss. cccee teem er 000 net tons 5,263 3,636 5,469 5,094 4,944 +44.7 +9.3 
Crude petroleum‘ 000 barrels e 4,930 )¢ 4,950)r 4,785 4,678 4,891 0.4 +14.8 
Electric power®..........20ss0e00. million kwh 4,173 4,037 3,907 3,994 4,289 +3.4 -8.7 
Conmtrnction’s 6 xiao a: sicisida-<is wines suvvats 000 dollars 717,991 807,914 952,418 734,911 257,691 -l1.1 +167.6 
Heavy engineering—Public’........ 000 dollars 74,965 51,570 46,529 46,908 32,298 +45.4 +70.2 
Heavy engineering—Private’....... 000 dollars 59,184 87,297 65,520 87,140 10,449 -82.2 +540.4 
Distribution and Trade 
Carloadings, total®................ thousand cars 863.7 849.7 648.0 652.7 849.6 +1.6 -8.6 
Carloadings, miscellaneous®......... thousand cars 365.8 368.2 325.4 372.9 378.4 0.7 -11.5 
Retail trade (NICB) (S)........... 1935-39 = 100 239.2 232.8 227.7 225.6 190.3 +2.7 +25.8 
Department store sales (S)......... 1935-89=100 ||p 274 275 256 250 17 0.4 426.9 
Variety store sales (S)............. 1935-39=100 188.3 183.0 184.1 181.8 170.5 42.9 411.5 
Rural retail trade (S).............. 1929-81 =100 294.2 267.2 254.7 308.7 192.9 +10.1 +34.9 
Grocery chain store sales (S)®....... 1935-39 = 100 223.5 213.3 |r 217.4 213.2 177.1 +4.8 +26.8 
Magazine advertising linage........ thous. of lines 3,870 8,757 4,271 4,775 $,528 +3.0 +15.6 
Commodity Prices 
All commodities (BLS)...........- 1926=100 p 124.3})p 112.9 111.0 110.2 105.9 +5.8 
Raw materiales ewes as.ccincace can 1926=100 p 139.6)p 1296.3 123.6 122.2 117.5 +6.5 
Semi-manufactured articles....... 1926=100 |p 110.2|p 105.7 101.9 101.1 95.3 47.5 
Manufactured products.......... 1926 =100 p 118.9) p 107.3 106.1 105.5 101.8 45.2 
Farm products. .....ccccscrvccss 1926 =100 p 167.0|p 140.1 187.5 185.4 129.0 +7.3 
Foada tictsit.. 0. Wat eee 1926 =100 p 140.2] p 112.9 111.5 110.8 106.9 +7.9 
Sensitive industrial (NICB)®........ 1929=100 119.6 103.0 98.1 98.1 96.3 +4.8 
Sensitive farm (NICB)§............|| 1929=100 180.3 145.6 1388.7 186.9 127.6 +13.1 
Retail prices 2.0. cecccuuedees node 1935-39= 100 n.a. 147.7 )r 145.7 144.8 142.1 +3.1d 
Securities 
Total stock prices(Standard & Poor’s)|| 1935-39 = 100 149.6 153.2 154.3 151.7 118.4 +29.0 
Industrials... ¢2h.ictsid..tehen stones + 1935-89 = 100 153.4 156.9 158.8 155.9 118.8 +30.1 
Railroads. . oosc critics care eescny 1935-89 = 100 153.6 161.8 157.2 156.8 140.1 +20.7 
Utilitiea 2 ce csteat pace siesteeee 1935-39 = 100 127.7 130.4 129.3 127.5 107.9 +26.5 
Total no. shares traded N.Y. Stock Ex.|| thousands 28,602 $1,969 45,555 43,947 $1,910 +5.8 
Corporate bond yields (Moody’s). . .|| per cent 2.71 2.71 2.71 2.67 2. yt 
Financial Indicators 
Bank debits, outside New York City) million dollars 45,054 48,219 42,433 42,122 38,286 +4.7 
- New capital corporate issues........ 000 dollars 366,543 | 307,350} 199,771 | 289,600 | 211,614 +139.2 
Refunding issues.................. 000 dollars 399,674 $85,565 671,104 387,663 749,921 +1.6 
Comm., industrial and agric. loans*. .|| million dollars 7,826 7,506 7,468 7,511 5,925 +23.4 
National income payments......... million dollars n.a.|p 14,414] r 12,768 12,960 14,397 2.2d 
Money in‘circulation, end of month.|} million dollars 28,245 |r 28,245 28,120 27,885 27,108 +6.9 
SAdjusted for season variation _ ‘Shipments conan cigarette soneraption mn measured by tax-paid withdrawals © *Excludes reconstructed government shoes included 
in’data prior to 1944 ‘Average 5A iEngineering News-Record—ave wok oon and combination ialaee store sales = °140 centers 
aJune, 1945 bPercentage —— , 1946, to June, 1946 fF sei change, June, 1945, te June, 1 tage ge, first 6 months, 1945 to first 6 months, 1946 
eEstimated © fNo automobile production during first 6 months of 1945  n.a.Not available  pPreliminary —_ Revised 
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Factors Underlying Inventory Rise 


ANUFACTURERS’ inventories hit a new high 
of nearly $18 billion at the end of July. While 
new postwar highs were reached in the production of 
many types of goods, the announcement by the De- 
partment of Commerce “served to highlight the fact 
that many producers still possess unbalanced inven- 
tories”—i.e., materials and parts not in normal ratio 
to each other. Manufacturing executives are reported 
not accepting at face value the suggestion that the 
“sharp rise in stocks and the accompanying decrease 
in shipments might give a clue to a slowing in con- 
sumer buying or may indicate an inflationary boom 
reminiscent of the last war.” 


SHIPMENTS DOWN 


The value of inventories rose $600 million, or 3.4%, 
from the June figure of $17.2 billion, while the daily 
average shipping rate dropped 3%. Besides indicat- 
ing shortages of raw materials and components nec- 


essary to complete the manufacture of a product, this 
rise reflects advancing manufacturing schedules and 
the use of materials in training new employees. A 
comprehensive breakdown of July inventories and 
shipments is not yet available. 

At the end of June, inventories were 6% above a 
year ago, and 1% above May, 1946. The rise for the 


Table 1: Estimated Value of Business Inventories 


Source: Department of Commerce 
Billions of Dollars 


Per Cent Change 


1946 1945 
Classification May, June, 
1946 to | 1945 to 
June May | April | June a ae 
Total ee... Be 28.6 | 28.4| 28.0| 26.6} 40.7 | +7.5 
Manufacturers| 17.2 16.9 16.8 16.2 | +1.8 | +6.2 
Retailers. .... 7.0 7.0 6.8 6.5 0:0) “PIF 
Wholesalers...! 4.5 4.5 4.4 3.8 0.0 |+18.4 


TABLE 2: MANUFACTURERS’ ORDERS, SHIPMENTS AND INVENTORIES 
Source: Department of Commerce 
Index Numbers, 1939=100 


Percentage Change 
May, 1946 | June, 1945 


Item Ry to 
February June, 1946 | June, 1946 

Rrpremneseet A. Miele I0 s bicrs's: «.s dyamkert « gained mers 170.4 +1:3 +6.1 
RAMEN POOGS? 25). 01 cine bse. sfok vieebe hs 0 +2.7 +0.1 
Automobiles and equipment ............. 0 +3.5 +6.2 
pr pestation uipment (except autos) al +2.2 22.1 
Lae and steel and products.............. 6 +4.0 +4.7 
Nonferrous eae and products.......... Ned +1.3 +4.3 
Machinery, including electrical .......... 4 +2.4 +2.9 
RNondurable goods, «0000 ssi oes chelneee ae 5 —-0.1. |] +13.2 
Chemicals and allied products............ ay +0.1 +7.7 
Food and kindred products.............. ay 3.5 +3.2 
Paper and allied products................ 0 +2.1 +20.1 
POtFOlOUTT TENNINY, ... cies ss0.4/0 casas 3.0 2s aye ot +1.6 +9.6 
Textile-mill products.................... : +1.3 | +36.9 
OOD ES eo een ne +1 —22 
BUTPADIE BOOKS Icio wi xiy sina’ s diate e ec loti 2 +3 —40 
haere and equipment Le er =a 48 
ansportation panes dh except autos -5 -70 
Tron and steel Saal pend Dye eee aed de +2 -31 
Nonferrous metals a ee auneGl SOE +18 21 
soe ace including electrical........... +9 44 
Nondurable goods. ...............2..20005 =i = 
Chemicals and allied products .... ...... -3 -5 
Food and kindred products.............- =! ~5 
Paper and allied products................ +1 +12 
Petroleum and coal products............. +4 + 
Textile-mill products.................... a +5 
1 US Ae eo) eee ee eee +1 +8 
Mbrireke: MOOUS... 2.0 PU» bem dele a sds betes +8 +26 
Tron and steel and products.............. -5 +27 
Machinery, including electrical........... +15 +50 
Nondurable goods.................----..- -1 -2 


a Less than 0.5% 
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month came entirely in the durable goods industries, 
and brought the total for this group back to the 
level of a year ago for the first time following the 
liquidation of war inventories. 

Activity in manufacturing in June was character- 
ized by two divergent forces. Output in the steel and 
machinery groups, for example, increased in response 
to the end of major strikes and freer flow of mate- 
rials. The result was a marked increase in both ship- 
ments and inventories. In most of the nondurable 
goods industries and in lumber and furniture, how 
ever, uncertainty surrounding the future of price 
controls was undoubtedly a factor in slowing the 
rate of shipments and adding to stocks of finished 
goods on hand. 

Anita R. Kopretson 
Division of Business Economics 


Earnings and Hours 
in Manufacturing 


ISES occurred from May to June in all significant 
payroll statistics of production and related 
workers in the twenty-five manufacturing industries 
surveyed monthly by Tue Conrrrence Boarp. Hour- 
ly earnings reached a new peak level for the fifth 
consecutive month, and employment rose almost to 
the level of last August, just before the end of the 
war. 
Hourly earnings averaged $1.189 in June, or 0.8% 
more than in May. They were 7% higher than in 
June, 1945, which marked the high point for hourly 
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Average Weekly Earnings in 25 Manufacturing 
Industries 


Source: THe CoNFERENCE BoarpD 
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earnings during the war. Wage-rate increases have 
been the largest single cause for the increasing hourly 
earnings during recent months. Reported increases 
in June averaged 12.5% for 3.4% of the total work- 
ers, but undoubtedly many additional increases were 
granted which were not reported. 

Since January, 1941, base date of the Little Steel 
formula, hourly earnings have risen 56.7%, and since 
August, 1939, the month before the start of the war, 
the increase has been 65.1%. 


LITTLE CHANGE IN WEEKLY EARNINGS 


Weekly earnings showed little variation during the 
four months from March through June. From the 
March average of $46.44, they rose 48 cents in April, 
dropped 76 cents in May and then rose 62 cents to 
the June level of $46.78. This June average was 7.1% 
less than in the previous June, and 8.3% below the 
peak of March, 1945. Weekly earnings, however, have 
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risen 52.8% and 71.4% since January, 1941, and 
August, 1939, respectively. 

Real weekly earnings, or the amount of goods and 
services that could be bought with dollar weekly 
earnings, rose 0.9% from May to June. They have 
declined 8.1% since last June, but have increased 
21.5% since January, 1941. 


Working hours in June recovered only slightly from 
the slump in May caused by the coal strike. The June 
average of 39.6 hours a week was 0.3 hour, or 
0.8%, longer than that of May, but 5.6 hours, or 
12.4%, shorter than in June, 1945. Hours have de- 
clined 14.3% since January, 1945, when the work 
week averaged 46.2 hours, or longer than at any time 
since February, 1930. 

Total man hours rose 3.9% from May to June and 
were higher than those at any time since the end 
of the war, but they were lower than during the whole 
period from March, 1941, through August, 1945. 

Employment in these manufacturing industries had 
recouped most of its postwar losses by June. The 
June index of 118.2 (1923=100) was only 1.1% less 
than that of last August, and was 13.9% greater than 
September, 1945, the month that marked the lowest 
point of the decline which began at the end of 1943. 
From the peak of October and November, 1943, to 
June, employment declined 23.3%. The increase from 
May to June amounted to 3.1%. 

Payrolls, which are dependent on both weekly earn- 
ings and employment, reflected the increases in these 
two series and rose 4.5% from May to June. How- 
ever, they were 13.9% lower than in the previous 
June, and 24.6% less than the peak of November, 
1943. While employment in June was only 38.2% 
greater than in August, 1939, the large increase in 
earnings since that time raised total payrolls 136.9% 
above the level of the last prewar month. June pay- 
rolls were 91.7% larger than during the year 1929. 


EvizasetuH P. ALLISON 
Statistical Division 


Federal Tax Calendar 
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30 Excise taxes. Returns for August, 1946, are due, and 
taxes are payable. 


October 

10 Withholding tax. Tax withheld from wages during Sep- 
tember, 1946, if more than $100, is payable to an 
authorized depositary. The employer, however, at his 
election may pay the money to the Collector of 
Internal Revenue on or before October 31, 1946. 


15 Corporate income and excess-profits tax. Return is due 
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and one fourth of the tax is payable for the fiscal year 
ended July 31, 1946. One fourth of the tax is payable 
for fiscal years ended October 31, 1945, January 31, 
1946, and April 30, 1946. 


Individual income tax. Return is due and tax is payable 
for fiscal year ended July 31, 1946. 


Nonresidents. Income tax returns of foreign partner- 
ships are due; foreign corporations’ and aliens’ returns 
are due and one fourth of the tax is payable for fiscal 
years ended April 30, 1946. One fourth of the tax is 
payable for fiscal years ended July 31, 1945, October 
31, 1945, and January 31, 1946. 


Partnerships. Return is due for the fiscal year ended 
July 31, 1946. 


Fiduciaries. Return is due and one fourth of the tax 
is payable for fiscal year ended July 31, 1946. One 
fourth of the tax is payable for fiscal years ended Oc- 
tober 31, 1945, January 31, 1946, and April 30, 1946. 


Exempt corporations. Information return is due from 
certain exempt corporations for fiscal years ended 
May 31, 1946. 


31 Old-age benefit tax. Return and tax for the third 
quarter of 1946 are due. 


Unemployment tax. One fourth of the 1945 tax is 
payable if the employer elects to pay in quarterly 
instalments. 


Withholding tax. Return and tax on withholdings from 
wages during the third quarter of 1946 are due and 
payable. 


Excise taxes. Returns and taxes for September, 1946, 
are due and payable. 


Information returns. Return of tax withheld from in- 
terest on corporate bonds during the third quarter 
of 1946 is due, and the tax is payable June 15, 1947. 


Business Book Shelf 


Developing Marketable Products and Their Packagings. 
By Ben Nash. New York: McGraw-Hill Book Company. 
1945. $5.00. 

The author has brought together into one volume a 

fund of information valuable in the development of 

new products. Contributing little that is new, the 
book acts rather as a compendium of existing infor- 
mation related to the subject. 

Although it may prove suitable as a textbook (one 
of the uses for which it was designed) the difficulty 
with which some thoughts are presented and the 
author’s use of unfamiliar terminology will dampen 
the appeal as far as the average businessman is con- 
cerned. A check list of points to consider in devel- 
oping new products, however, is a feature of the book 
which should prove useful to the executive. A. E.R. 
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Productivity: Conflicting Story 


ISING wage rates without a corresponding in- 
crease in labor productivity! have forced unit 
labor costs substantially above prewar levels, accord- 
ing to business executives cooperating in this month’s 
survey of business practices. While the trend of wages 
has been fairly uniform within industries, the labor 
productivity picture is very uneven. Nevertheless, a 
majority of companies report a decrease since the 
prewar period. Efforts to offset the effect of these 
declines on total production through the employment 
of additional workers are hampered by a growing 
shortage of labor. Thus management is looking to 
technological improvements as the principal means 
for increasing output and thereby checking advanc- 
ing labor costs. 

Slightly over half the companies report that labor 
productivity is lower today than in the immediate pre- 
war period. While a considerable number of these ex- 
ecutives made no attempt to approximate the amount 
of the decline, the most common estimate was a drop 
of 10% to 20%, with the high running over 50%. 

On the more favorable side, slightly more than 
15% state that the productivity of their employees 
has increased. Most of the increases are moderate, 
although some run as high as 25% or 30%. Nearly 
30% of the executives indicate that labor in their 
companies is as productive today as before the war. 

A more optimistic note appears in the short-term 
picture, although definite figures are not generally 
available. Some important exceptions are to be noted, 
but the experience of many is more favorable today 
than a year ago. Frequent mention is made of a 
noticeable letdown in output per man hour directly 
after V-J day. This condition, it is said, is now grad- 
ually being overcome. 


CAUSES FOR DECLINES 


Various reasons are advanced to account for the 
declines in productivity. Heavy turnover, largely 
among new employees, and the consequent inability 
to raise the average skill of all workers employed to 


1Objections were raised to the use of the term “labor productivity” 
or “man-hour productivity.” These terms, according to the head of a 
machine-tool company, are likely to be misleading “‘because today a 
man may run a slow machine or he may run a fast machine, and the 
productivity is determined much more by the machine than it is by the 
man.” While this statement referred to the use of metal-working 
machines, executives in other industries also observed that output 
per man hour was governed by a number of factors in addition to the 
individual worker’s efficiency or desire to work. The degree of me- 
chanization, as well as the quality of equipment employed, partly 
explains the spotty picture which emerges from an examination of 
reports from companies within an industry. 


as high a level as desired is handicapping some com- 
panies. Inexperience of operators has posed another 
problem for an automotive equipment manufacturer 
who writes that “because of having a less skilled 
force, rework and scrap have increased and in some 
cases additional operations have been added to safe- 
guard quality.” Other companies report lower pro- 
ductivity among new workers and an “unhealthy” 
attitude on the part of many new employees. Rest- 
lessness is observed among many new workers, and a 
considerable amount of “shopping around” is re- 
ported. An electrical equipment manufacturer blames 
most of the decline on a “more liberal attitude toward 
taking refreshments and washing up during working 
hours. There is in general a lack of ambition among 
the newly hired employees.” 


Absenteeism 


Increased absenteeism is also cited as a cause of 
lower productivity. Absenteeism occurs particularly 
“where substantial sums have been paid in the form 
of retroactive pay.” The seasonal factor is mentioned 
by a rubber manufacturer whose production is some- 
what adversely affected by the “fact that men now 
take their vacation whereas before the war they took 
vacation pay and continued to work. We also find 
it difficult to work a six-day week, especially in sum- 
mer, even though workers get time and a half for the . 
Saturday work.” 

Shortages of materials, strikes and in some in- 
stances union regulations are also given as reasons for 
reduced productivity. Inability to maintain equip- 
ment at its most efficient level has also contributed to 
reduced output. 


Performance Standards 


Lack of standards of performance has occasionally 
caused reduced productivity. Thus, a machine-tool 
manufacturer’s “great difficulty is in new work going 
into the shop without standards, on which man-hour 
efficiency is probably 25% to 50% lower than before 
the war.” The importance of standards is further 
illustrated by the experience of an industrial machin- 
ery producer who finds that “direct labor perform- 
ance is now approximately the same as it was in the 
prewar period because of substantial maintenance of 
product lines and methods of manufacture. Indirect 
labor, however, shows a very substantial decline in 
performance. This is owing to the quality of labor 
and to the fact that no standards for indirect labor 
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performance exist, and it is, therefore, more difficult 
to measure individual results.” 


Effect of High Minimum Wage 


A shoe and leather manufacturer who finds no ma- 
terial change in productivity for skilled and semi- 
skilled jobs largely attributes a drop on unskilled jobs 
to a “rather considerable increase in minimum wage. 
The higher the guaranteed minimum, the greater the 
tendency to lower incentive for pieceworkers whose 
piecework earnings under good productivity would 
not go too far beyond the minimum.” 

The importance of getting back into the “swing of 
things” and a steady flow of work are commented 
upon by a number of executives. An executive in the 
industrial machinery field does not believe that a drop 
of approximately 30% in productivity is the result 
of any intentional slowdown but “seems to represent 
an inability to get back into the swing of things. 
Perhaps it should be realized that the prewar best 
efficiency was gradually attained.” 


Importance of Leadership 


The importance of leadership in securing effective 
performance by labor is stressed by a miscellaneous 
metals producer who believes that “there is nothing 
that interferes with the productivity of labor more 
than difficulties in management. If a man is expected 
to work at top speed on mass production, it is neces- 
sary to supply him with plenty of orders, material 
and training, and that he have confidence that man- 
agement knows its business and can deliver the 
goods.” 


CAUSES OF INCREASES 


Increases in labor productivity over the prewar 
period have most frequently resulted from (a) the 
use of incentive plans and piecework systems; (b) 
improvement in machinery, equipment and processes; 
and (c) better planning and shop management, in- 
cluding tighter cost control. 


Incentive Plans 


The importance attached to incentive plans is 
well illustrated by the experience of an abrasive man- 
ufacturer who reports increased productivity for 
workers covered by incentive plans and only a slight 
decrease for nonincentive workers where they operate 
jointly with incentive workers. On the other hand, 
productivity per man hour has decreased materially 
for operations largely covered only by day rates. 
Similarly, an industrial machinery manufacturer 
finds lower productivity particularly evident “in those 
divisions which have no incentive program or meas- 
urement of productivity. It is felt that a good in- 
centive program can do much to increase the pro- 
ductivity of employees and steps have been taken 
to install such programs wherever possible.” 


Increased Mechanization 


More efficient machinery typifies the record of the 
machine-tool industry. Only one of the machine- 
tool companies represented in this survey reports a 
drop in labor productivity as compared with the pre- 
war level, while one other producer reports no change. 
All the other companies have experienced increases. 
The record of one of these concerns is given in the 
following table: 


Hours Required 
Year Per Unit of 
Production 


It will be noted from this table that no change oc- 
curred in the number of hours required per unit of 
production from 1945 to 1946, but the 1946 figure is 
20% below that for 1939 and 31% below 1941, the 
war peak. The company explained that the variations 
from year to year are attributed to “the improve- 
ment in machinery and equipment; better production 
planning and shop management; and the large num- 
ber of new and inexperienced men during the period 
of lowest productivity as compared with the highly 
efficient group of employees in 1939 and 1945 and 
1946.” 

A decrease or no change in productivity does not 
mean that the company did not adopt the methods 
for obtaining greater efficiencies employed by the 
smaller group of companies which showed increases. 
Thus a leading steel producer reporting a drop in 
productivity to 97% of standard in 1946 from 100% 
of standard in 1939 observes “that the productivity 
per man has been aided by the installation of new 
and improved equipment and methods.” In other 
words, a more severe decline would have occurred 
except for management’s contribution. 


INFLUENCE OF VETERANS 


The effect of returning veterans on labor produc- 
tivity has varied. One viewpoint is that “labor pro- 
ductivity is increasing as returning veterans are added 
again to our working force. After V-J day there was 
a noticeable letdown because people in general were 
tired and because we had many casual workers in 
our plants. Today, the return of former employees 
familiar with our organization and our method of 
operation is tending to increase output.” 

An opposite viewpoint is expressed as follows: 
“Wonder of this amazing phenomenon is that the 
ex-GI who was with us before the war, instead of 
being a constructive element in our organization, has 
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proved to be the most difficult with which we have 
had to contend. Many of our ex-servicemen seem to 
feel that they are entitled to special privileges and 
should not be expected to render the same service 
as their fellow workers who have been with us 
throughout the war.” 

Some executives believe that veterans should be 
afforded an opportunity to readjust themselves be- 
fore any judgment is passed on their effectiveness. 


OUTPUT 


A more intensive application of the methods em- 
ployed by companies to increase labor productivity 
is suggested to effect an over-all increase in output. 
It will be recalled that John D. Small, Civilian Pro- 
duction Administrator, recently stated that “the 
economy is too close to full production to allow a 
significant over-all increase in output except through 
increased man-hour productivity.” 

An executive in the railroad equipment industry 
views the situation as follows: 

“An increase in output will be automatically ef- 
fected when (a) adequate stock piles permit the 
normal flow of assembly line production; (b) a more 
adequate force of skilled labor becomes available; and 
(c) mechanized and improved production methods 
are afforded upon completion of the company’s ex- 
tensive plant modernization and rehabilitation pro- 
gram now under way.” 

Other means suggested are “patient, careful, expen- 
sive hiring and training of additional men”; the adop- 
tion of a profit-sharing plan or incentive plan; “longer 


hours, tighter management control and better fore- 


manship”; changes in union regulations and a more 
effective public relations job with labor. 


Parts Problem 


The problem of maintaining a steady flow of work 
under current conditions is well summed up in the 
following comment by a manufacturer of machine 
tools: “We are quite well satisfied with the man-hour 
production in our shop. Our labor relations have been 
excellent and we have no criticism of the willingness 
to work of our labor force. We are not at all well 
satisfied with the over-all output of our plant as 
measured by products shipped. So far this year we 
have worked about 10% more hours than we have 
shipped. We produce inventories but we do not con- 
vert them into shipments. The effectiveness of labor 
has nothing to do with this condition. We start jobs 
and have to set them aside because we can’t get nec- 
essary purchased materials, parts, and apparatus. Our 
customers change their plans and we must set aside 
work until new designs are complete. We work on 
materials that are available rather than upon work 
that will complete a machine for shipment. This con- 
dition may be characteristic of a period of conversion 


from war work to peacetime work and not to be 
corrected until a balance between supply and de- 
mand evolves. As this is attained, our shipments will 
increase substantially over present levels, with no 
change in our labor force or plant equipment.” 


Labor Shortages 


About three quarters of the reporting companies 
have experienced difficulty in obtaining the kinds and 
quality of labor required. Consequently, labor short- 
ages are an important obstacle to an over-all increase 
in output, particularly when they occur in raw-mate- 
rial and semimanufactured goods industries. Instances 
are cited where plants are unable to operate on a 
three-shift basis because of labor shortages even 
though raw materials are available. 

Most companies reporting difficulty in obtaining 
labor state that general shortages exist. A smaller 
proportion finds it exists only for skilled help. Short- 
ages of office help and female workers are also re- 
ported. An oil company reports difficulty “both in 
obtaining field help—that is, in the craft groups— 
and also office help, both male and female. The 
stenographic, typing and machine-operating groups 
are particularly hard to find and have been for some 
months. This can be attributed. to several reasons: 
(a) many women are getting married and setting up 
homes; (b) many of the married women who have 
been working are returning to their housekeeping; (c) 
many men and women who formerly worked are tak- 
ing long vacations and drawing down unemployment 
insurance, and the chances are they will return to 
work when their insurance benefits have been used 


” 


up. 
The 52-20 Club 


A distinction is often made between an actual 
shortage of workers and an unwillingness of workers 
to accept jobs. One manufacturer contends: “There 
is a labor shortage not because of a numerical short- 
age of men but because so many men do not want 
to work and apparently do not have to.” Compari- 
sons are sometimes made between the number of job 
openings and the number of people drawing unem- 
ployment insurance. For example, a machine-tool 
manufacturer notes that “recent reports of the state 
labor department and newspaper accounts of USES 
activities indicate that upwards of 30,000 job open- 
ings exist in this state while at the same time some 
25,000 people are drawing unemployment insurance. 
Obviously, the labor shortage results from the un- 
willingness of many persons to accept the work avail- 
able.” 


Housing Obstacles 


A few localities report surplus labor, but housing 
shortages in deficit areas present a major deterrent 
to the movement of labor to these regions. 


September, 1946 


BUSINESS RECORD 377 


Some of the difficulties in obtaining the skills re- 
quired are attributed “to the fact that production 
on a wartime basis was broken down to a much 
greater degree than is true of peacetime production. 
Jobs were greatly simplified in order to secure a high 
volume of production, but we feel that such a break- 
down has not necessarily been the more economical 
one from the standpoint of production costs. Conse- 
quently, we found it necessary to spend more time 
on such things as on-the-job training, the develop- 
ment of competent supervisory personnel and the 
like, in order to obtain labor of prewar quality.” 


No Shortage Here 


Exceptions to the general rule of labor shortages 
include a leading oil company which reports that its 
larger plants “have several thousand applications and 
are doing practically no hiring since all personnel re- 
quirements are being taken care of by returning vet- 
erans. Incidentally, approximately 95% of our vet- 
erans are returning to their former jobs.” Another 
example is supplied by a food company, which attrib- 
utes its lack of difficulties to the fact that operations 
are at a low level. It believes difficulties would be 
encountered if operations were advanced substan- 
tially. 

An executive of an automotive equipment concern, 
while noting that serious labor shortages are devel- 
oping, does not believe that these are the “principal 
deterrent to accomplishing greater production. The 
automotive industry alone could have unquestion- 
ably produced twice as much during the past year if 
their employees had worked without interruptions.” 

A cement manufacturer’s experience has been the 
reverse of that of most producers: “Since June, 1946, 
labor shortage has been on the decrease and the qual- 
ity of help in all grades considerably improved.” 


Labor Costs 


Rising wage rates have not been offset by increased 
productivity for virtually all companies included in 
this survey. Consequently, unit labor costs are 
sharply higher than in the prewar period except for 
a small minority which report decreases brought 
about chiefly because of technological improvements, 
increased efficiency, and elimination of overtime. 

No precise tabulation of the amount of increase in 
unit labor costs is available. However, some indicate 
a figure in excess of 50%, although the most fre- 
quently mentioned amount fell in the 30% to 40% 
range. The largest single cause of these increases is 
the rise in wage rates, although often this was com- 
bined with a drop in labor efficiency. 

On the other hand, many companies were able to 


soften the impact of sharply rising wage rates on 
total costs through increased efficiency. For example, 
an industrial machinery company, reporting a rise 
of 74% in average hourly wage rates since 1940, 
states that labor costs have increased approximately 
55%, the difference reflecting increased man-hour 
efficiency. During the past year several companies 
were able to offset the increases in wage rates over 
1945 by increased efficiency. 

As labor costs generally have risen more rapidly 
than all other costs, the proportion of the sales dol- 
lar going for wages is higher today than in the prewar 
period. Obviously, if all costs other than labor had 
held stable, the proportion going to labor, which 
varies widely from industry to industry, would have 
shown an even sharper increase. 


FUTURE TRENDS 


The consensus is that labor rates will continue 
upward over the next year, but only slightly over 
half of the companies also expect unit labor costs to 
show a further increase. Of the remainder, about half 
hope to hold their present level of unit labor costs 
while the others expect to reduce costs through im- 
proved and more efficient operations. “Our opinion,” 
says a machine-tool builder, “is that over the next 
year the trend of labor rates will be gradually higher. 
that unit labor costs will be gradually lower, and that 
we will make a correspondingly better decrease in 
shop overhead costs. We hold this opinion for the 
reason that much of our work is new, on which new 
groups now being trained will gain efficiency as time 
goes on.” 


Benefit to Workers 


Executives are hopeful that labor will fully recog- 
nize that only through increased “productivity can 
we have more things at lower prices and thus better 
living conditions.” Some, however, believe that 
“labor has not yet realized that we are no longer able 
to increase wages without increasing prices.” Con- 
tinued increases in prices, some executives point out, 
may raise consumer resistance to a point where labor 
will have to slow down in its demands for increased 
wages. Summing up, one executive believes: “If 
labor responds to the principles of enlightened self- 
interest very recently espoused by certain of its lead- 
ers, and seeks to increase productivity while with- 
holding any more inflationary wage demands, it is 
possible that labor rates may stabilize and unit labor 
costs decline as a result of such stepped-up produc- 
tion, with resultant effective check to inflation and 
increase in the workers’ real wages.” 


Henry E. Hansen 
Division of Business Practices 
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Tax Consequences of Real Estate Transactions 


AXES are an important factor in the present 

high level of real-estate activity. Like securities," 
real-estate holdings may be capital assets and any 
gains realized upon their disposal more than six 
months after they have been acquired are taxable at 
a ceiling rate of 25%. This is much below the maxi- 
mum tax rate of 86% on an individual’s income from 
real estate, securities and other sources, including all 
net short-term? capital gains, which are not generally 
accorded any reduced tax advantages. 

In addition to the low tax rates, an individual’s 
net long-term capital losses on real estate may be 
applied to reduce ordinary income by as much as 
$1,000, and any unused net capital loss may be car- 
ried forward to reduce the net capital gains, plus a 
maximum of $1,000 of ordinary income in each of 
the succeeding five tax years. Thus net capital gain 
can be reduced by previous years’ unused net capital 
losses. The latter can reduce the current year’s in- 
come by a maximum of $1,000, even if there is no 
current net capital gain.* 

There is an erroneous belief that all long-term 
capital gains for individuals are subject to a 25% tax 
rate. Instead, the rate is really a progressive one, 
and its effective maximum is 25%. That maximum is 
not applicable until the top surtax bracket of 50%, or 
surtax net income in excess of $18,000, is reached. 
This year, an investor with ordinary income of $5,000, 
after personal exemptions, can employ the regular 
income-tax rates on long-term capital gains up to 
$67,324 before the special effective rate of 25% ap- 
plies. 

CAPITAL ASSETS DEFINED 


As for the corporate taxpayer, the maximum rate 
on long-term capital gains is also 25%. However, 
the corporation cannot use any excess of losses over 
gains to reduce ordinary income as in the case of the 
noncorporate taxpayer. Both the individual and the 
corporation may carry over unused capital losses to 
the five following years. But the capital losses car- 
ried forward by a corporation can only be used to 
reduce future net capitals gains, while an individual 
may also offset $1,000 against ordinary income in 
each of these years.* 

These bargain tax rates apply primarily to net 
realized, long-term gains on capital assets. Their tax 
concept is defined by the Internal Revenue Code in 


1Short term holdings are those of six months or less duration; long 
term holdings are those of longer duration 

“Tax Implications of Security Transactions,” The Conference 
Board Business Record, June, 1946, pp. 226-231 

%Section 117 (a) (10) (B) (e) (1) of the Internal Revenue Code 

‘Section 117 


the negative. They are any property of the taxpayer 
except the following: 


1. Stock in trade or other property includible in in- 
ventory; 

2. Property held primarily for sale to customers in the 
ordinary course of the taxpayer’s trade or business; 

3. Depreciable property used in trade or business; 

4. Real property used in a trade or business; 

5. Federal, state or municipal bonds issued on or after 
March 1, 1941, on a discount basis, without interest, and 


of less than one year’s duration, such as war savings 
bonds.’ 


The most common types of capital assets are shares, 
bonds and land belonging to nondealers. While the 
statute specifically states that depreciable business 
property is not a capital asset, Section 117 (j) of 
the Internal Revenue Code gives this property the 
tax advantage of long-term gains at a maximum rate 
of 25%. These gains may be adjusted by long-term 
gains and losses owing to involuntary conversion by 
fire, flood or other destruction of capital assets or 
noncapital assets used in trade or business. On the 
other hand, if losses exceed gains, the taxpayer is per- 
mitted to deduct the loss in full from ordinary income. 

The tax significance of real-estate transactions de- 
pends not only upon the nature of the property as 
to whether it is land, a business building, etc., but also 
upon the nature of the taxpayer’s operations in rela- 
tion to the real property that he possesses. He may 
be a dealer, or an occupant resident. He may engage 
in isolated investment transactions; he may use real 
estate, such as a factory, as an accessory to his major 
economic enterprise; or he may invest in real estate 
primarily for the income return rather than for profits 
from sales. It is not always simple to distinguish these 
economic operations. Yet totally different tax conse- 
quences arise from these different categories of real 
estate endeavor. 

Because of the fact that a corporation is engaged in 
business, buildings, land and equipment sold by it are 
not treated as capital assets transactions, but are ac- 
corded the special Section 117 (j) consideration; 
as to buildings in particular, they are depreciable 
properties used in its trade or business.2 Conse- 
quently, its net long-term gains, reduced by any net 
short-term losses, are taxable at a maximum rate of 


Wection 117 (a) (1); Regulations 111, Section 117-1 

*Section 117 (a) (1). Gains or losses incurred by banks, financial 
companies, building and loan associations, or insurance companies in 
the sale of foreclosed and similar properties are hereafter treated as 
capital gains or losses and not as ordinary gains or losses. GCM 24910 
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25%, while their short-term gains are taxable in full 
as ordinary income. And their losses are deductible 
in their entirety. 

Corporations, and for that matter noncorporations, 
which trade in realty just as the more common 
corporation deals in inventory, are subject to full loss 
deductions and to full taxation.2 For tax purposes, 
such real-estate corporations need not necessarily pos- 
sess dealers’ licenses to be considered such. 

The question has arisen as to whether the mere 
letting out of real property for rent constitutes en- 
gaging in a trade or business. The regulations do not 
disqualify the capital asset classification to real 
property just because it is income producing or be- 
cause it is subject to depreciation.? Judicial history 
fails to clarify what constitutes a trade or business in 
the operation of real estate, but it would seem that, 
if the property is rented and the owner provides serv- 
ices, it is used in trade or business and consequently 
is not regarded as a capital asset transaction, but one 
covered by Section 117 (j) in the event of its dis- 
position.* 

The ownership of an apartment house for profit by 
a nonreal-estate man constitutes a trade or business, 
and the ownership of several income-producing prop- 
erties through brokers is similarly so considered. In 
a recent Tax Court decision it was held that residen- 
tial property converted into business property by 
renting it to a tenant is subject to a deductible loss 
in full because the property was thereafter used in the 
trade or business of the lawyer-taxpayer.® The Treas- 
ury was defeated in its contention that the property 
was a capital asset with an allowable long-term cap- 
ital loss usable to reduce ordinary income by a max- 
imum of $1,000. 


SALES AND EXCHANGES 


The general rule is that a sale is consummated and 
the profit or loss thereon is recognizable in the year 
in which the title to the property passes and not in 
the year in which the contract of sale is executed.’ 
These sales must be bona fide. Sales with reverting 
leases or mortgages which are used to reduce the tax 
attending the transaction by charging rent or inter- 
est as deductible expenses in subsequent years are 
bound to be viewed with suspicion by the Treasury.® 

Commissions and other expenses are deductible in 
arriving at profits.® Federal stamp taxes paid by 
nondealers on the sale of real estate are no longer 

Wection 117 (c) (j). 

*Section 117 (j) (1); Schultz, 44 BTA 146; Queensboro Corporation, 
46 BTA 1216, acquiesced in 1942-3 CB 15; Richardson, 81 F (2d) 369; 
Hall, 29 BTA 1260. 

‘Regulations 111, Section 117-1. 

‘{T 3711. 

5Fackler, 183 F (2d) 509; Campbell, 5 TC 276. 

SHazard, 7 TC No. 44 

TMeinecke, 47 BTA $9. 

he 80 BTA 433; Watson, 62 F (2d) 35. 
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deductible from ordinary income but are considered 
in determining the realized net proceeds. This has 
the effect of dividing the tax benefit in half where 
long-term capital gains are involved. State taxes, if 
any, continue to be fully deductible.t 


Instalment Payments 


Payments in a real-estate sale are sometimes made 
on the instalment basis. Under certain circumstances, 
such a plan can avoid subjecting the entire profit of 
a realty sale to federal taxation at advanced tax rates. 
To effect such a result, the total payments during the 
year of the sale, exclusive of the value of all liens, 
mortgages and guarantees, must not exceed 30% of 
the selling price.” 

If such instalment payment plan is agreed upon, 
the seller must report as taxable profit each year a 
proportion of the annual payment made, measured by 
the ratio of the entire profit earned to the net cash 
return on the sale.* Of course, if the payments in 
the selling year exceed 30% of the sales price, all the 
deferred payments for tax purposes are includible in 
the year of sale.* 


Tax-free Exchanges 


Real-estate exchanges may be concluded with the 
same tax consequences as transactions involving 
money.®° However, the conveyance of real property 
is tax-free provided that it is exchanged for property 
of like kind and purpose, and that it was held for 
productive use in trade or business, or for investment. 
However, each party takes its new property with its 
old tax value, subject to adjustments, and its old 
holding period for capital asset treatment. The gen- 
eral effect is merely to defer the tax payment date.® 
Should cash or other assets, representing profit, be 
part of the consideration of this otherwise tax-free 
transaction, they must be reported as taxable in- 
come.’ Assumed mortgages under such circumstances 
would also be included.® If the transfer is to a con- 
trolled corporation, the assumption of the mortgage 
is not considered additional property or money re- 
ceived by the transferror in determining gain.* Losses 
in such transactions are not deductible. 


Realty Held by Husband and Wife 


A “tenancy by the entirety” results from the acqui- 
sition of real property by a husband and wife, with 


1TT 3806. 

Section 44; Regulations 111, Section 44-3; Frost, 37 BTA 190, 
acquiesced in 1938-2 CB 12; IT 2691, CB June 1933, p. 52, 

3Regulations 111, Section 44-2, 3; IT 2305. 

‘Regulations 111, Section 44-4. 

5Sections 111 (c), 112. 

Section 112 (b) 1; Regulations 111, mae 112 (b) (1)-1; Sections 
118 (a) (6), 117 (h); Goggan, 45 BTA 

Sections 112 (c) (1), Regulations aL ccilind 112 (c)-1; 112 (e); 
Hamilton, 30 BTA 160. 

8Regulations 111, Section 112 (c)-1; Corpus Christi Terminal Co. 
38 BTA 947; GCM 4935, December 1928, CB 112. 

Section 112 (k); Regulations 111, Section 112 (k)-1. 
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the right to the entire property resting within the 
survivor. During their concurrent lives, they are en- 
titled to equal shares in its income. A full right to it 
in the survivor and equal shares in its income obtain, 
even though the husband provided all the purchase 
money for the realty and the wife contributed no time 
or skill to its management. This is particularly signifi- 
cant because in a comparable situation in which not 
real estate but any other commodity or even personal 
services is involved, all the income of the business 
venture would be attributable to the husband, in 
accordance with Supreme Court attitude, because 
the wife did not contribute capital or considerable 
managerial skill to it. Generally, if the husband 
pays all the real-estate tax and- mortgage interest, if 
he is liable for the latter, he alone may take the full 
tax deductions therefor. 


Deposits 


The forfeiture of a deposit originating in a default 
on a contract to purchase real estate yields ordinary 
income in so far as the seller is concerned because 
there has been no sale or exchange. As for the pur- 
chaser, the forfeiture can be treated as an ordinary 
deduction. Should the depositor procure a release 
of his liability to purchase the property, such a trans- 
action would have the effect of a sale or an exchange, 
thereby transmuting an ordinary loss into a capital 
one.” 


Options 


Forfeitures of deposits must be distinguished from 


1Colston, 59 F (2d) 867, certiorari denied 287 U. S. 640; Bass, 
TC Memo. Doc. Dec. No. 4075; Tower, 3 TC 396, U.S.S.Ct., February 
25, 1946; Lusthaus, 3 TC 540, U.S.S.Ct., February 25, 1946. 

*National City Bank, 21 Fed. Supp. 791; Evans, 118 F (2d) 901 
(CCA-6, 1941); Stamler, 145 F (2d) 37; Hammel, $11 U. S. 504; 
McLaughlin, 43 BTA 528; Regulations 111, Section 44-4, 5. 
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failures to exercise options to purchase real estate. 
From the latter, short-term capital gains for the 
optionors and short-term losses arise for the op- 
tionees.1 Options are contracts to buy real estate 
within a specified period of time at a fixed price or 
else forfeit a sum of money. The current active real- 
estate market has stimulated considerable trading 
in options. The sale of an option may be a capital 
or noncapital transaction depending upon circum- 
stances, and the price for the option is reportable as 
income in the year of its exercise or its forfeiture.” 


MORTGAGE FAILURES 


Failure to discharge interest due, to make pay- 
ments on principal, or to perform other prescribed 
obligations in accordance with the terms of mort- 
gages may result in the loss of ownership of real prop- 
erty. The distressed owner may accordingly permit 
his property to be foreclosed; he may abandon it; or 
he may voluntarily convey his property to the mort- 
gagee in satisfaction of his debt. 


Foreclosures 


A foreclosure constitutes a sale for tax purposes. 
The loss therefrom is the owner’s tax value of the 
property, adjusted by the probable proceeds for it 
at the foreclosure sale, and by any deficiency judg- 
ment. The extent to which the loss is deductible 
depends upon whether the property is a capital asset.* 
The tax loss is sustained in the year in which the 
foreclosure occurred. However, if the distressed owner 
has a right of redemption to the property, the tax 
loss accrues in the year of the expiration of the re- 


Section 117 (g) (2). 

°GCM 23677; Virginia Iron, Coal & Coke Co., 99 F (2d) 919 
(CCA-4, 1938.) 

s3Hammel, 311 U.S. 504; IT 3654, 1944 CB 270; Diamond, 43 BTA 
809; Section 117 (j); McLaughlin, 43 BTA 528. 
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demption period.! Cash-basis taxpayers sustain their 
losses when they are actually determined. This may 
be in the year of the uncollected deficiency judgment, 
rather than that of the foreclosure sale.” 

There is the presumption that the mortgagee’s bid 
price for the property is the fair market one, but it 
may be contested. If challenged, the difference 
between the bid and the fair market values is a cap- 
ital gain or loss.? If the bid price includes accumu- 
lated interest in default, such interest is ordinary 
taxable income.’ 

In the case of the individual who is the mortgagee 
or lender, an unsatisfied loan yields him a “bad debt 
deduction,” which is treated as a short-term capital 
loss if the loan to the property owner were of a non- 
business nature.® 

In the case of an investor for income, his bad debts 
would be deductible in full, while his profits from the 
sale of his investments would be at capital gains 
rates.® 

Business corporations are not subject to the short- 
term, capital-loss, bad-debt rule. For them, bad debts 
are ordinarily deductible in full. A corporate realty 
dealer, as well as a noncorporate one, in the case of 
foreclosure would incur full losses for tax purposes. 


Abandonment; Voluntary Surrender 


For federal-tax purposes, abandonment of real 
property is established by proving absolute and per- 
manent worthlessness. The loss resulting therefrom 
is accruable in the year in which it occurs, whether 
or not the state law in question permits the renun- 
ciation of title to real property. Tax abandonments 
are not sales or exchanges, and therefore such losses 
are deductible in their entirety.’ Few states permit 
the legal abandonment of real property. In such 
instances, it is not only vain and futile to do so, but 
it also aggravates the tax problem. The foreclosure 
procedure, as compared with the tax abandonment 
technique, has the advantage of fixing unequivocally 
the date of the loss, and avoiding a dispute with the 
Treasury as to whether or not an abandonment 
occurred in fact. The tax deduction, however, may 
not be so great.® 

The voluntary transfer of title of distressed prop- 
erty to the mortgagee or lender for a cash considera- 

1In New Jersey, Florida, Nebraska, Michigan, and [Illinois, there is 
no absolute sale as long as the right of redemption exists. GCM 
19367; Sheldon Land Co., 42 BTA 498; Derby Realty Corp., 35 BTA 
335; Burke, Ltd., 3 TC 1031. 

2Avery, 47 BTA 542. 

*Hadley Falls Trust Co., 110 F (2d) 887 (CCA-1, 1940); IT 3121; 
IT 3159; Regulations 111, "Section 23 (k)-3 

‘Midland Mutual Life Insurance Co., 300 ‘U.S. 216; Clarkson Coal 
Co., 46 BTA 696; Nichols, ITC 333. 

SHadley Falls Trust Co, 110 F (2d) 887 (CCA-1, 1940); Reilly, 
46 BTA 1246; Sections 23 k (3) (4), 117. 

‘Section 117 (j). 

THarmon, ITC 46; Green, 126 F (2d) 70 (CCA-3, 1942). 


®Rhodes, 100 F (2d) 996; Brumback, 58 F (2d) 128; McCarthy, 
129 F (2d) 84; Blair, TC Memo Dec. Doc. No. 6304, August 27, 1946. 


tion, no matter how small, or for the discharge of the 
owner’s liability on the accompanying bond, consti- 
tutes a sale for tax purposes, probably at capital loss 
rates. Contrariwise, if the owner accepts no considera- 
tion and is not personally liable on a bond, the loss 
sustained is deductible in full, without regard to 
capital-loss limitations! The tax saving in the latter 
procedure may more than offset any loss from failure 
to accept the usually small consideration for the vol- 
untary conveyance of a deed in satisfaction of the 
mortgage debt. 

The mortgagee, on the other hand, would sustain 
a bad-debt loss measured by the difference between 
his loan increased by all expenses and the market 
value of the property at the time of the transfer, 
regardless of whether the owner is personally liable on 
the accompanying bond.” 


MORTGAGE DEBT AT A DISCOUNT 


It must be said that the tax significance of the 
discharge of a mortgage debt at a discount is still 
dubious. It is accepted, however, that the cancella- 
tion of a debt in part or in whole yields income to a 
solvent debtor. Then again the Supreme Court has 
held that irrespective of the solvency of the debtor 
the voluntary forgiveness of a debt is a gift and not 
taxable income.‘ In this regard, corporations receive 
special tax treatment. For fiscal years beginning 
before January 1, 1947, profits from the discharge 
of indebtedness represented by securities, such as any 
“evidence of indebtedness,’ may be excluded from 
income by the corporate debtor,® but the corpora- 
tion’s encumbered property value must be reduced by 
an equivalent amount.* The common corporate bond 
and mortgage might well qualify under these statutes. 
Similarly, where the indebtedness is evidenced by a 
mortgage without an accompanying bond, the dis- 
count realized in the satisfaction of a mortgage at 
less than its face amount is treated as an adjustment 
of the taxpayer’s tax value for it, and not as realized 
income.’ 


DEPRECIATION 


To qualify for tax purposes, depreciable properties 
must be relatively nondurable in nature, such as 
buildings and equipment and not like land and securi- 
ties, and must be engaged in the taxpayer’s trade or 
business, or must be held for producing profit, even 
if they yield no revenue.® 


1Stokes, 124 F (2d) 335; Gordon, 46 BTA 1209; Blum, 133 F (2d) 
447; Leicht, 137 F (2d) 436; Commonwealth, Inc., 36 BTA 850; 
Realty Operators, Inc., 40 BTA 1051; Regulations 111, Section 23 
e)-3. 
‘ "Bingham, 105 F (2d) 971; Spreckles, 120 F (2d) 517; IT 3548; 
Regulations 111, Section 23 (k)-3; Reilly, 46 BTA 1246. 

3American Chicle Co., 291 U. S. 426. 

4American Dental Co., 318 U.S. 322; Kirby Lumber Co., 284 U.S. 1 

5Section 22 (b) (9). 

Section 113 (b) (3). 

THotel Astoria, Inc., 42 BTA 759. 

8Regulations 111, Section 23 (b). 
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Depreciable assets may be written off over their 
estimated useful lives, so that in the end the tax- 
payer will have recovered his original cost. These 
annual deductions do not preclude the taxpayer from 
making simultaneous deductions for repairs and main- 
tenance. 

Obviously, the right to deduct depreciation belongs 
to the legal or equitable owner of the asset.? If sev- 
eral individuals own the asset, the depreciation is 
allocated among them in proportion to their posses- 
sory rights. A life tenant is entitled to full deprecia- 
tion without reference to the successors.2 Where 
the title to property is vested in a trust, depreciation 
is distributed among the beneficiaries and the trus- 
tee in proportion to their respective income rights.* 

The annual deductible amount for depreciation is 
usually the tax value of the asset divided by its esti- 
mated physical and economic life. This tax treatment 
of depreciation is known as the “straight line 
method.” The mechanical equipment in a building 
frequently confuses the determination of a proper 
depreciation rate. Some property owners employ a 
composite rate for the building and equipment, al- 
though the latter has a much shorter life; others 
separate the two types of depreciable investments. 
There is no exact technique for measuring deprecia- 
tion. Naturally, controversies with the Treasury over 
annual rates of depreciation are inevitable. Accepted 
life spans of various depreciable assets are found in 
its Bulletin F. 

The United States Supreme Court has recently held 
in the famous Virginian Hotel Corporation case that 
the proper rate of depreciation is the larger of the one 
that is allowed or allowable, irrespective of the fact 
that the taxpayer was already operating at a loss.® 
Consequently, taxpayers must take their current max- 
imum annual depreciation allowances whether or not 
they are operating at a loss, and cannot postpone 
them to future years. 

At the termination of the estimated life span of 
property, any proceeds resulting from its sale as 
salvage or as further useful property would be tax- 
able gain. This profit arises from the discrepancy 
between the estimated life span for depreciation pur- 
poses and the actual life span of depreciable assets. 
Ordinarily, in determining the tax value of the orig- 
inal property to be depreciated, no attempt is made 
at anticipating the value of the salvage. Instead, the 
salvage is treated as gain in the year in which the 
actual sale occurs. A purchaser of already fully 
depreciated property may deduct his own cost over 
the estimated future useful life of the property, no 
matter how brief it may be. 

1Regulations 111, Sections 23 (a)-1; 28 (1)-1 to 10. 

*Lazarus & Co., 308 U. S. 252; Bonwit Teller, Inc., 46 BTA 984. 

3IT 2275; Section 23 (b). 

‘Section 23 (b). 


‘Virginian Hotel Corporation, $19 U. S. 528; Kennedy Laundry 
Co., (CCA-7, 1948) 183 F (2d) 660. 


The general rule is that the owner of real prop- 
erty may depreciate his full purchase price of the 
buildings, irrespective of the amount of his equity or 
the size of the mortgage indebtedness. In the recent 
Crane case, however, the owner inherited her prop- 
erty which was subject to a mortgage as large as the 
property’s fair market value. She subsequently sold 
the property for $2,500 in cash and the mortgage 
liability. This owner had been taking annual depre- 
ciation deductions based upon the fair market value 
of the property at the time of the testator’s death. 
The Tax Court held that the property’s tax value was 
zero, and no depreciation could be taken; conse- 
quently the $2,500 would be capital gain today. The 
Treasury did not acquiesce in this decision and 
appealed. The Second Circuit Court of Appeals re- 
versed the Tax Court and reiterated the general rule.’ 


MEASURING GAINS AND LOSSES 


The amount of gain or loss incurred in any real- 
estate transaction is the difference between the net 
sales price and the owner’s depreciated cost basis, 
altered by subsequent capital additions and subtrac- 
tions. In improved property, this tax value is appor- 
tioned between the land and building, because the 
building is subject to depreciation during the rest of 
its estimated physical life, while the land on which 
the building is erected is not subject to depreciation 
for tax purposes. Even though the purchase price 
may be at variance with the local tax-assessed value 
of the property, the local assessor’s ratio of value of 
land to building usually governs the interallocation 
of the purchase price for federal tax purposes, where 
the purchase agreement is silent on the question. 

Cost to the owner is not always the basis for estab- 
lishing tax value. If the property is acquired by in- 
heritance, its tax value is its fair market value at the 
time of decedent’s death, or by election within one 
subsequent year thereof.? The holding period starts 
from the date of death even for the beneficiary who 
elects the optional valuation date.* In the case of a 
gift, the tax value, for the purpose of computing gain, 
is the same as when it was in the hands of the donor 
at the date of the gift. For computing loss at a subse- 
quent disposition, however, the tax value is the gift’s 
fair market value if that is less than the donor’s tax 
value at the time of the gift.4 In a tax-free exchange, 
the transferror’s tax value is acquired by the tax- 
payer, diminished by any money received.® 

These tax values may, in turn, be adjusted (1) by 
depreciation allowed or allowable, whichever is the 
greater, even though without tax advantage due to 
operating losses,® (2) by capitalizing acquisition ex- 

1Crane, 3 TC 585 (1944), reversed by CCA-2, 1945. 

*Sections 811 (j); 113 (a) (5). 

3Gambrill, 313 U. S. 11; Pierce Estates, Inc., 3 TC 875. 

‘Section 113 (a) (2). 


Section 113 (a) (6). 
‘Virginian Hotel Corporation, 319 U. S. 523. 
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penses, such as attorney’s fees, title search costs and 
the like; (3) by capitalizing extensive and perma- 
nent alterations which lengthen the useful lives of 
their subservient assets;? (4) by adding assessment 
charges for local improvements as against those for 
repairs;? and (5) by electing to capitalize carrying 
charges such as taxes and other disbursements on 
undeveloped property.* 

By contrast, disbursements which are ordinarily 
expensed rather than capitalized include incidental 
repairs,> management and rent collection fees,® real- 
estate taxes,’ and interest on mortgage indebtedness.* 

Whether certain expenditures are to be capitalized 
or expensed in connection with real-estate operations 
is of great tax significance. If the disbursement is 
expensed, it is deductible in full in one tax year. If it 
is capitalized, the expenditure is spread over the rest 
of the useful life of a depreciable asset such as a 
building, or it adds to the tax value of a nondepre- 
ciable property, such as land, which can only be sig- 
nificant in determining future gains or losses. 


RESIDENCES 


Residential properties, occupied by owners, receive 
special, statutory tax treatment. Such homeowners 
may deduct only taxes and interest as operating 
charges. They may not deduct depreciation, insur- 
ance premiums and other expenses because homes are 
neither conducted in a trade or business, nor operated 
for the production of income.’° Where a _ building 
serves the dual functions of a professional office or 
business and a home, a reasonable allocation of de- 
ductible rent for the office or business is in order.“ 

Residences occupied by owners are subject to a 
restricted application of the tax law concerning cas- 
ualty losses. Such losses to homes, which have been 
allowed, are those caused by storms, hurricanes, fires, 
thefts, freezing and bursting boilers, among other 
phenomena. These losses are measured in terms of 
market value.!? To qualify, such casualties must be 
infrequent rather than progressive,!* and unexpected 


1Regulations 111, Section 24-2; Johnson, 7 TC No. 58. 

*Regulations 111, Sections 23 (a)-4; 41-3 (8). 

%Section 23 (c)-(1) (E). 

4Sections 24 (a) 7, 113(b) (1)A; Regulations 111, Sections 24-5; 
113(b) (1)-1. 

5Regulations 111, Section 23 (a)-4. 

®Regulations 111, Section 23 (a)-1. 

7Section 23 (c); Supplee, 316 U.S. 394. The Leroy case 4 TC 70, 
affirmed by (CCA-2) 152 F (2d) 936, is authority for the proposition 
that real-estate taxes paid by the purchaser of property are deductible 
by him, and should not be treated as part of the investment when the 
seller was not personally liable for the payment of tax and the property 
was not subject to a tax lien at date title passed. 

8Section 28 (b). A cash-basis taxpayer may deduct interest charges 
for several years in the one year of payment. IT 3740; Fackler, 
39 BTA 395. 

Section 23 (b) (c). 

Regulations 111, Section 23 (b)-2, (e)-1. 

Regulations 111, Section 24-1. 

LIT 2231; IT 3519; Durden, 3 TC 1; Ferguson 59 F (2d) 893. 

Matheson, 54 F (2d) 537, (CCA-2, 1931); Fay 120 F (2d) 253 
(CCA-2, 1941); Rogers, 120 F (2d) 244, (CCA-9, 1941). 


rather than usual. Consequently, casualty losses to 
residences resulting from the action of tides, corrosion, 
termites, and dry rot are not allowed. 

The sale of a residence at a profit is taxable at a 
maximum capital gain rate of 25%.1 However, the 
possible loss connected with it upon resale or other 
disposition is peculiarly not tax deductible at all.? But 
residences may cease being in this special tax status 
when they become actually or potentially income 
producing. This can be achieved by actively offering 
them for sale or rent,* by altering them to serve busi- 
ness purposes,* by leasing them to tenants,®° or by 
listing them for sale or rent upon inheritance.® 


DEMOLITIONS 


The general rule is that the demolition of old build- 
ings, machinery or equipment used in business, as 
part of a plan to renew or replace them, effects a 
deductible tax loss in the year of the event, measured 
by the difference between their unexhausted tax val- 
ues and the values of their salvage. Such a loss is fully 
deductible and not of capital-asset nature because the 
asset is subject to depreciation, and in reality no sale 
or exchange was executed.’ Where outmoded proper- 
ties are purchased with the intent of replacing the 
buildings with modern structures, the initial purchase 
price and the removal expenses are allocable entirely 
to the land, none of which is subject to depreciation,® 
On the other hand, if the owner conceived and exe- 
cuted such a project clearly subsequent to the pur- 
chase of property, the remaining tax value of the old 
building minus the demolition costs are added to the 
cost of the new one, which is then deductible as de- 
preciation over the period of its useful life.® 


CASUALTY LOSSES 


All casualty losses to real property, such as those 
caused by fires, storms, or shipwrecks, sustained by 
corporations and by individuals in trade or business 
or in enterprises for profit, are deductible in the year 
of their occurrence to the extent that they are not 
reimbursable by insurance. Individually owned, non- 
business properties, such as personal residences, pleas- 
ure cars and boats, are subject to a more restricted 
appreciation of casualty loss laws.° 

A casualty loss is one actually sustained by the 
owner but not in excess of his remaining tax value for 

Section 117. 

*Regulations 111, Section 23 (e)-1; Campbell, 5 TC 272. 

3Robinson, 2 TC 305 (1943); McVeigh, 3 TC 1260. 

‘Phipps, 124 F (2d) 292. 

5Heiner, 276 U.S. 582; Perkins 125 F (2d) 150. 

8[T 3594; Campbell, 5 TC 272. 

TRegulations 111, Section 23 (e)-2, 3; Heyman, 6 TC No. 104. 

8Providence Journal Co., 104 F (2d) 614 (CCA-1, 1939). 

*Union Bed & Spring Co., 39 F (2d) 383; Appleby’s Estate, 123 F 
(2d) 700 (CCA-2, 1941); Heyman, 6 TC No. 104; Phipps, 5 TC 964. 

WSection 23 (e) (f); Regulations, Section 23 (e)-1. See supra sub- 
section on Residences. 
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the property. The insurance proceeds are frequently 
accepted by the Treasury as the measure of the cas- 
ualty loss.2 However, use and occupancy insurance 
proceeds for loss of income from property constitute 
taxable income.* 


INVOLUNTARY DISPOSITIONS 


When a realty loss from fire, flood, or other involun- 
tary conversion* results in compensation or reim- 
bursement, ordinarily no gain is recognized for tax 
purposes, except where not all the proceeds are ex- 
pended for the replacement of the affected property.® 
Replacements are expected to be made promptly, and 
must be of like nature. No gain is reportable, irre- 
spective of the amount of the insurance proceeds, or 
the fair market value of the replacing asset. The 
replacement of improved real estate with unimproved 
property is held not to be replacement in kind.® 

If a deductible loss occurs from the fact that the 
reimbursement is inadequate to replace the involun- 
tarily converted property, it is measured by the dif- 
ference between the insufficient proceeds and the tax 
value of the property in question.’ Expenditures 
made in excess of the replacement requirements are 
of a capital rather than of an expense nature, and the 
cost of such depreciable properties is recoverable over 
their estimated useful lives. 

If, because of difficult postwar conditions or other 
reasons, the taxpayer cannot immediately replace the 
property, he may set up a replacement fund for this 
purpose. Permission to do so will be granted by the 
Commissioner of Internal Revenue provided the tax- 
payer promises to effect the replacement as expedi- 
tiously as possible, and will give a bond in a sum twice 
the amount of taxes the government would collect if 
the replacement were made at once.® 


TENANTS 


Rent paid by a tenant for property used in his 
trade or business, or for producing income, but not 
as a home, is a deductible expense.? The acceptance 
of rent for several years in advance is reportable for 
tax purposes in the year of receipt, but the lessee must 
apportion advance payment of rent over the years 
involved, even if he is on a cash basis.!® 


1GCM 16255. 
2Chickasha Cotton Oil Co., 18 BTA 1144; Bliss, 27 BTA 806. 


’Hocking Glass Co., 80 F (2d) 436 (CCA-6, 1935); Williams 
Furniture Corp., 45 BTA 936; Owens, 305 U. S. 468, 59 S. Ct. 260. 


4Condemnation proceedings, however, have the effect of a sale. 
(Hawaiian Gas Products, Ltd., 126 F (@d) 4 (CCA-9), certiorari 
denied $17 U. S. 653. 


Section 112 (f) (m). 

SIT 1617. 

TRegulations 111, Section 112 (f)-1. 

8Regulations 111, Section 112 (f)-2. 

Section 22 (a); Regulations 111, Sections 22 (a) 1; 23 (a) (1) (2) (10) 

19Morris-Poston Coal Co., 42 F (2d) 620; Jamaica Water Supply 
Co., 42 BTA 359; Baton Coal Co., 51 F (2d) 469. 


Acquiring Expenditures 


Brokers’ commissions, legal fees, title search costs 
and similar disbursements in connection with the exe- 
cution of a lease are deductible expenses, whether 
paid by the landlord or tenant, and must be distrib- 
uted equally over the term of the tenancy. 


Bonuses 


Bonuses received by the landlord from prospective 
tenants are reportable in the year of receipt or the 
year of the execution of the lease, and are not spread 
over the life of the leasehold.2 On the other hand, 
bonuses paid by the prospective tenant must be 
spread pro rata over the term of his tenancy as de- 
ductible tax expenses.? 

Similarly for the landlord, a bonus paid by a tenant 
to the landlord for the privilege of canceling, modify- 
ing or extending a lease is not a capital gain but ordi- 
nary income. However, new and unamortized ex- 
penses in connection with the leases may be used as 
offsets. As for the tenant, a bonus to cancel a lease 
is a fully deductible expense, but a bonus to extend 
or modify a lease, together with the earlier unamor- 
tized expenses, must be spread equally over the years 
of the new lease.® 

A bonus paid by a landlord to secure the surrender 
of a lease is an expenditure that must be spread over 
the remainder of the canceled term and must not be 
deducted in its entirety in the year of payment.® 
There are exceptions to this rule depending upon the 
purpose for the act. If it is to erect a structure on 
the land involved, the bonus sum must be added to 
the tax value of the new building.” As for the tenant, 
such a bonus is taxable income in the year of its 
receipt.§ 


Improvements 


Existing and new improvements, such as buildings 
erected by the landlord on the tenant’s leasehold, 
are deductible pro rata as depreciation over their use- 
ful lives by the landlord and not by the tenant, even 
though the latter occupies, uses, and even repairs 


1Renwick, 87 F (2d) 123 (CCA-7, 1936); Astor Holding Co., 135 F 
(2d) 48; King Amusement Co., 15 BTA 566, affirmed 44 F (2d) 709 
(CCA-6, 1930); Owens, 125 F (2d) 2138. 

2Michigan Central R.R. Co., 79 F (2d) 247; Chateau Frontenac; 
147 F (2d) 856; Grand Central Public Market, 22 F Supp. 119, 
Clinton Hotel Realty Corp., 128 F (2d) 969; Lyon, 97 F (2d) 70 
(CCA-9, 1938). 

%Southwestern Hotel Co., 115 F (2d) 686 (CCA-5, 1940), certiorari 
denied, $12 U. S. 708 (1941); Jones, 127 F (2d) 232. 

4Hort, 313 U. S. 28 (1941); G. & C. Frost Co., 44 BTA 94 (1941), 

5Pig & Whistle Co., 9 BTA 668; Cassatt, 187 F (2d) 745. 

‘Borland, 27 BTA 538; Steele-Wedeles Co., 30 BTA 841; Home 
Trust Co., 21 BTA 1255, affirmed 65 F (2d) 582 (CCA-8, 1933); 
Owens, 125 F (2d) 213; Heller Trust, 7 TC No. 67. 

TBusiness Real Estate Trust, 25 BTA 191; Miller, 10 BTA 383, 


8Farrely-Walsh, Inc. 18 BTA 923 (1928); Langwell Real Estate 
Corp., 17 BTA 201. 
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them. Should the tenant be required to restore prop- 
erty to its original condition, such expenditures are 
deductible by him in the year in which they were 
accrued or paid.? 

Improvements erected by the tenant are no longer 
income to the landlord during or at the end of the 
tenancy, do not increase the landlord’s tax value of 
his property, and are not depreciable by him.* How- 
ever, such improvements are depreciable by the ten- 
ant if they were made for his trade or business, or 
for his profit. The spread of the depreciation is gov- 
erned by the remaining term of the leasehold or the 
estimated useful life of the improvements, whichever 
is shorter.t The length of the unexpired leasehold is 
determined without reference to any unexercised op- 
tion of renewal.5 


Security Deposits 


It is not always simple, because of ambiguous lan- 
guage, to distinguish security deposits to reimburse 
the landlord for damages to his property in violation 
of the covenants of a lease from advance rental, usu~ 
ally for the final months of the leasehold. The courts 
are not necessarily governed by the language of the 
lease; they decide the issues on the actual facts. If 
the deposit is, in substance, security against damages, 
the net sum in excess of the reimbursement is income 


to the landlord when the contingency arises which 

Belt Railway Company of ae 36 F (2d) 541 (App. D. C., 
1929), certiorari denied 281 U. S. 7 

20. D. 516. 

Sections 22 (b) (11), 118 (ce); Regulations 111, Section 22 (b) (11)-1; 
Johnson 7 TC No. 58. 

4Kaufman-Straus mr 12 F (2d) 774; Belfast Investment Co., 17 
BTA 234; T. D. 495' 

’Regulations 111, Soction 23 (a)-(10); Harris-Emery Co., 37 BTA 
958. 


Tax 


The following is a compilation of some recent 
important news, court decisions, and United States 
Treasury regulations in the field of taxation. 


Tax News 

Additional assessments and penalties during the June 
30, 1946 fiscal year totaled $1.275 billion, of which $1.102 
billion represented proposed income and excess-profits tax 
adjustments. The total of additional assessments and penal- 
ties was $922 million for the fiscal year ended June 30, 1945. 
This increase is due to the parade of voluntary disclosures by 
tax delinquents. The Internal Revenue Bureau reports the 
filing of more than 111,000 delinquent or amended tax returns 
for the fiscal year ended June 30, 1946, involving taxes 
amounting to $170 million. 

Refunds to 30 million individuals totaled $1.4 billion 
chiefly as a result of excessive withholdings for 1945. 


Tax refunds to corporations amounted to about $750 


warrants his appropriation of it. If it is in fact ad- 
vance rental, it is reportable by the cash or accrual 
landlord as income in the year of receipt or the year 
of the execution of the lease. Of course, where state 
statute or specific language in the lease provides that 
the landlord shall act as trustee of the security de- 
posit, then such a sum cannot possibly be advance 
rental. 


Cooperative Homes 


Special tax treatment is accorded tenant stock- 
holders in cooperative apartment houses. Such ten- 
ants ordinarily pay their proportionate shares of the 
operating charges, in addition to having purchased 
their respective apartments. They may deduct not 
all of their operating expenses but only their respec- 
tive shares of the real-estate tax and interest costs, 
just as if they lived in their own residences.” 

The rental value of living quarters furnished by an 
employer to an employee, such as space occupied by 
physicians and nurses in a sanitarium, is not taxable 
income to the employees when such arrangement is 
made primarily for the convenience of the employer.? 
By statute, the rental values of ministers’ homes, pro- 
vided them free by their congregations, do not con- 
stitute taxable income.* 

J. H. LanpMAN 
Division of Business Practices 


1Baton Coal Co., 19 BTA 169, affirmed 51 F (2d) 469; Astor 
Holding Co., 135 F (2d) 47; Clinton Hotel Realty Corp., 128 F (2d) 
968 (CCA-5, 1942); Hirsch Improvement Co., 143 F (2d) 915 (CCA-2, 
1944); Warren Service Corp. 110 F (2d) 723 (CCA-2, 1940); Canadian 
River Oil Co., 151 F (2d) 956. 

*Section 23 (z). 

’Regulations 111, Section 22 (a)-3. 

4Section 22 (b) (6). 


Briefs 


million for the fiscal year ended June 30, 1946. Of this sum 
as much as $650 million came from quick refunds, known 
better as the 90-day refunds for amortization of war facilities. 
The balance consists of various other tax refunds including 
Section 722 claims. Many more Section 722 awards are ex- 
pected for the fiscal year ended June 30, 1946, now that the 
Excess Profits Tax Council is ready to begin operations. 
About 40,000 Section 722 claims, it is estimated, were filed 
by June 30, 1946, but approximately 15,000 of them have 
already been disposed of. The larger and the more difficult 
ones are still to be considered. The filing of many more 
Section 722 claims are expected within the three years fol- 
lowing the end of excess-profits taxation. 


Income Taxes 


Distribution of corporate assets to stockholders, does. 
not yield taxable corporate income because of increased value 
over costs. Income or capital gains, however, result to the 
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stockholders. Beach Petroleum Corporation, TC Memo Dec. 
No. 3278. 


Over-ceiling profits arising from the sale of depreciable 
property used in a taxpayer’s business constitute ordinary 
income rather than capital gains. ZT 3811. 


Cancellation of indebtedness does not yield taxable gain 
or deductible loss -when the securities purchased with the 
borrowed money are surrendered in full satisfaction of the 
debt, even though their tax value is less than the amount of 
the debt. Nutter, 7 TC No. 59, July 31, 1946. 


Veteran’s subsistence allowance from the government 
is not subject to income tax. IT 3702. Wages received by a 
veteran during on-the-job training is taxable. Bureau Letter, 
May 9, 1946. 

Beneficiary of a trust with the power to cancel or revoke 
it and to receive the principal is taxable on the entire income 
of the trust, and the principal, if received, is not free from 
gift taxes. Emery, CCA-1, July 22, 1946, affirming 5 TC 1006. 


Single payments to bonus and profit-sharing trusts for 
officer-stockholders and selected employees are nondeductible 
as expense when the benefits to be received are indefinite. 
Chapman Chevrolet Co. Inc.,'7 TC No. 54. 


Single-premium annuity and insurance policies for 
principal stockholder-employees constitute taxable added in- 
come even though the employer gave the funds to a trust 
which purchased the policies. Dade, TC Memo Dec., Doc., 
Nos. 6825, 6827, 6837, August 12, 1946. 


Sale of life estate in a testamentary trust at less than 
actuarial value resulted in a deductible capital loss. The 
money received is not ordinary taxable income. McAllister, 
CCA-2 August 6, 1946, reversing 5 TC '714. It must be assumed 
that any excess over actuarial value would be treated as a 
capital gain. 

Dividends paid on stock sold short by a stock trader 
may be deducted as expenses in the years paid. Wilson, TC 
Memo Dec., Doc. Nos. 110655, 111428, released August 12, 1946. 


Net operating loss carry-over is dissallowed for 1940 
because the loss was not an economic one but one resulting 
from a change in the method of computing depletion. Whereas 
formerly depletion had been based on a percentage of income, 
it was changed to one based on cost which resulted in an 
operating loss. Virginia Mining Corp., 7 TC No. 46, July 
23, 1946. 


Trust income is taxable to the beneficiary, not the creator 
(except for dividends on securities) even though the trustee 
at the request of the beneficiary paid the creator’s obligations 
on premiums for trust-owned insurance policies and paid 
debts on pledged trust-owned securities. Conant, 7 TC No. 59. 


Percentage depletion is allowed owner of oil and gas re- 
sources as a deduction on royalties from licensee-driller and 
on percentage of net profits from sublessee’s operations. 
Louisiana Land and Exploration Co.,'7 TC No. 62, August 8, 
1946. 

Relief is allowed for war-contract losses incurred be- 
tween September 16, 1940 and August 14, 1945. S 1477 was 
signed by President Truman on August 8, 1946. The President 
has 60 days in which to prepare regulations under which this 
relief may be granted. 


Refunds for war losses for 1941 and 1942 may now be 


claimed through 1947. Section 22(b) (9) (10) of the Internal 
Revenue Code; and Public Law 578. 


Cost of perfecting title to land must be capitalized by 
adding it to the purchase price, and cannot be deducted as 
an expense. Louisiana Land and Exploration Co., 7 TC No. 62. 


A request to deliver corporate books and records to the 
Bureau of Internal Revenue’s office is reasonable and proper. 
United Distillers Products Corp., CCA-2, July 15, 1946, affirm- 
ing D.C. Conn. 64F. Supp. 978. 


Excessive rent paid by a corporation to its sole stock- 
holder is treated as a dividend and not as a deductible-expense 
item of the corporation. Greenspun, CCA-5, July 19, 1946, 
affirming in part TC Memo Dec. of April 12, 1944. 


Sale of stock lots by a corporation to a stockholder who 
owns more than 50% of its stock yields nondeductible losses 
or taxable gains to the corporation. Morris Investment 
Corp., CCA-3, July 25, 1946, affirming 5 TC No. 67. 


A cash-basis taxpayer is entitled to loss deduction in the 
year a promissory note is paid covering previous years’ stock 
losses. Wilson, TC Memo Dec. Doc. No. 3027. 


A lien of judgment creditor has a claim on a taxpayer 
superior to one held by the Federal Government if the 
former’s claim antedates the latter’s, Dannenberg, City Court 
of the City of New York, June 20, 1946; Meyer’s Estate, Superior 
Court of Pennsylvania, No. 138, July 19, 1946. 


Federal securement of ledgers, records and dacu- 
ments for examination and later use of them in a criminal 
fraud action does not constitute an unreasonable search or 
seizure of this evidence, is not considered a denial of a fair 
trial under the Constitution, and is not procured by false 
promises. Such evidence, however, does not constitute a con- 
fession. Lustig, U.S.D.C. (S.D. N.Y.) No. C 121-463, June 24, 
1946. 


Discharge of security indebtedness by cancellation does 
not yield taxable gross income for the taxable years com- 
mencing January 1, 1942, and ending December 31, 1947. 
Section 22(b) (9) (10); and Public Law 578. 


A family partnership for tax purposes consisting of hus- 
band and wife, is bona fidc, when the wife contributes her 
own capital. Minor daughters are excluded, particularly when 
they contribute neither services nor capital. Wilson, TC 
Memo Dec. Doc. No. 3027. 

A family partnership in the form of a joint venture, re- 
sulting from a bequest by a deceased husband to a wife in a 
nonpersonal service business, is valid for tax purposes, and 
its income is divisible between the son and widow. Bass, 
TC Memo Dec. Doc. No. 4075, July 16, 1946. 

A trust is not taxable as a corporation, when the trustees 
do not conduct the trust fund as a business. Chandler Trust 
No. 2, TC Memo Dec. Doc. No. 3035. 

Bad-debt deductions for losses on guarantees of loans 
are allowed in the year sustained, notwithstanding the remote 
possibility of future recovery. Prince, TC Memo Dec. Doc. 
No. 7496. 

Back pay given by an employer in accordance with an 
order of NLRB constitutes wages for social security tax 
purposes. Mim. 6040, reversing S.8.T. 359. 


Compensation to a veteran for loss of wages resulting 
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from the employer’s failure to reinstate him or from other 
violations of the Selective Training and Service Act constitute 
wages, subject to withholding tax. 1 T 3809. 


A common carrier is not liable for social security taxes 
on amounts paid subcontracting, independent, owner-operator 
truckmen. Grayvan Lines, Inc., CCA-7, July 12, 1946. 


Dividends paid by a reorganized corporation in a year 
in which it had a net loss are not taxable to the stockholders, 
where the predecessors’ controlling interests were taken over 
by the new corporation. This new corporation paid out in 
cash in the aggregate, less than the combined earnings of the 
two predecessors. Munter, CCA-3, August 7, 1946, reversing 
5 TC 108. 


Costs of a geological survey for natural resources of 
property under lease must be capitalized as part of the cost 
of the lease and cannot be deducted in one year as a business 
expense. Louisiana Land and Exploration Co., 7 TC No. 62, 
August 8, 1946. 


Loss because of worthlessness of land for oil and gas 
production is not established when the owner retains title to 
the land, and the only drilled hole proves dry. Louisiana 
Land and Exploration Co., 7 TC No. 62, August 8, 1946. 


The fraud penalty is 50% of the total understatement of 
the tax liability on the original tax return, and not on the 
amended return in conjunction with which the taxpayer had 
paid an additional tax. Wilson, 7 TC No. 49, July 29, 1946. 

Creators of trusts for the benefit of wives are not taxable 
on the incomes of these trusts, if the wives may cancel or 
revoke them, and claim the principals. Conant, 7 TC No. 57, 
July 31, 1946. 


The portion of an alimony payment allocated to the 
support of a child is not taxable to the wife nor deductible by 
the husband as in the case of alimony payments made solely 
to the divorced wife. Section 22(k) of the Internal Revenue 
Code, Budd, 7 TC No. 52. Consequently, unsegregated, 
alimony payments to a divorcee are entirely deductible by 
the husband. Payments specifically provided for a child’s 
support are not deductible but the supporter of the child will 
be allowed the full customary $500 exemption. 


Excess-profits Taxes 


Organization of the new Excess Profits Tax Council, 
dealing with Section 722 refund claims, consists of field com- 
mittees, a review group, a conference group, and a technical 
office. A field committee, operating from the local Internal 
Revenue Agent’s office, will study the claim and will ulti- 
mately recommend it, disagree on it, or disallow it. The rec- 
ommended claim is either approved or disapproved by the 
review group with the consent of a member of the technical 
office, subject only to the final endorsement of the council. 
A rejected claim by the review group, or a nonagreed case 
with the local field committee is referred to the conference 
group for final determination with the aid of a technical office 
member. Mim. 6044; E.P.C. 1,2. 

The bulletin on Section 722, published by the Commissioner 
of Internal Revenue continues to be only suggestive or ad- 
visory to revenue agents and the public, and does not have the 
force and effect of a Treasury regulation. The council plans 
to revise it as experience warrants. 

An outstanding merit of the new processing procedure for 
Section 722 claims is that the taxpayer, at each stage of the 
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proceedings, will receive detailed written findings to assist 
him should he decide to have his case tried in the Tax Court. 

The Council also has authority to consider interrelated tax 
relief sections. 


Section 722 claims may be withdrawn. If this is done 
no claims are considered to have been filed for the tax years 
in question. Only one application may be filed for a taxable 
year, but such application may be amended, provided no new 
basis is added. These rulings are effective as of January 5, 
1946. T.D. 5530 amending T.D. 5483. The withdrawal of a 
claim denies the taxpayer the right to file a new one for the 
taxable years outlawed by the statute of limitations, which is 
usually the three-year period subsequent to the filing date of 
the excess-profits tax return. 


Section 722 (b) (4) relief was granted in a case in which 
the character of a business among other things changed from 
intrastate to interstate commerce. East Texas Motor Freight 
Lines,'7 TC No. 71, August 19, 1946. 


Section 721 (a)(2)(c) excess-profits tax refund was 
allowed to the extent of the excess over 125% of the average 
amount of gross income after deducting direct costs and 
expenses from the final manufacture of a completely new 
product—plastic buttons—which resulted from extensive re- 
search and development. Rochester Button Co.,'7 TC No. 65, 
August 13, 1946. 


Estate Taxes 


A single-premium life-insurance policy irrevocably 
assigned to beneficiaries, with retention of life interest in an 
annuity contract purchased at the same time, makes proceeds 
includible in insured’s gross estate as a transfer effective at 
death. Burr, CCA-2, affirming TC Memo Dec., December 5, 
1944. 


Standard life-expectancy tables are not conclusive in 
evaluating annuity contracts for estate tax purposes. The 
health of the party concerned must also be considered. 
Denbigh, 7 TC No. 47. 


A charitable remainder may be dissallowed as a deduc- 
tion from an estate because of indefiniteness as to sum, should 
a possibility exist of invading such a bequest to provide for 
the comfort and support of life beneficiaries. Price, U.S.D.C. 
(E D Penn.) Civil Action, No. 4311, July, 10, 1946. 


In a closed family corporation fair market value of 
stock for estate tax purposes may be determinable on a basis 
of the fair market value of the corporate assets. Nathan, 
TC Memo Dec. Doc. No. 3992. 


Gift Taxes 


Payment for release from alimony if excessive is subject 
as a taxable gift in the amount of the excess. E T 19. The 
Tax Court has consistently held that a divorce settlement in 
any amount, because it is not intended as a gift, is not subject 
to a gift tax (Jones, 1 TC 1207; Converse, 5 TC 1015; Lahti, 
6 TC No. 2). Apparently, the Bureau of Internal Revenue is 
not entirely convinced and is awaiting the determination of 
the question by a higher federal court. 
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(See article on page 374) 


PRIMARY PRODUCTS 


Abrasives and Asbestos: 
Workers Up 


“In general, output can be further increased when we can 
reduce labor turnover. We have had considerable difficulty 
in obtaining the labor we require.” . “On operations 
covered by incentive rates, productivity has improved some- 
what over prewar levels. The productivity of nonincentive 
workers working with incentive workers has decreased only 
slightly. In the case of operations largely covered only by 
day rates, productivity per man hour has decreased mate- 
rially. There is much difficulty in obtaining heavy labor and 
ordinary labor in the lower-range brackets.” 


“Approximately 53% of our total costs stem from pay- 
rolls. A year ago, 50% of our total costs was accounted for 
by labor, and before the war, about 44%. The principal 
causes for the changes are a general upward trend in all 
labor rates; a general lessening of efficiency, particularly of 
employees paid on an hourly or weekly basis; increased prod- 
uct losses primarily from labor turnover and also from 
materials shortages. The trend in labor rates for the next 
year is still upward. The trend toward lower unit labor 
costs meets with resistance to changes in processes and 
equipment; however, some progress will be made.” 

“Our unit labor costs have increased considerably. 
Straight-time hourly earnings, including wage increases as 
well as overtime payments, rose 36.5% from 1941 to 1945.” 

“Labor turnover has been high. We believe that our labor 
rates and unit labor costs will rise from 10% to 12% in the 
next year.” 


Productivity of Incentive 


Foundries: Unit Labor Costs High 


“Our old-timers are producing equally as well now as 
before the war. Between 5% and 10% might be a proper 
figure for the newer employees’ ideas as to proper produc- 
tion on piecework jobs.” 


“We are having difficulty in obtaining all kinds of labor, 


and such new personnel as has been available has been well 
below standard.” 


“We would say that current labor productivity is off ap- 
proximately 10% compared with before the war. An over- 
all increase in output could be effected by additional me- 
chanical equipment and by improvements in personal per- 
formance. There are definite signs of a labor shortage in 
this locality.” 


“There was a considerable lag in productivity during the 
early part of the war, but during the past two years our 
production has been fairly comparable with before the war. 
In other words, the union in our plant has taken off the 
limit on production.” 

“A comparison of prewar and current labor productivity 
shows an improvement through the introduction of a plant- 
wide incentive wage-payment plan.” 

“Our labor cost is 61% of our manufacturing cost. This is 
a reduction from 63% for a year ago and is owing to the 


almost complete elimination of overtime. As our labor con- 
tract has no wage reopening provision, we assume that no 
change will occur in our labor costs before the expiration 
of the contract.” 

“About 55% of the cost of our products is labor, the 
trend currently being toward lighter work. There will 
no doubt be an upward trend in labor rates and unit labor 
costs during the next year even though we have fixed 
rates in our union contracts.” “Labor represents 
approximately 50% of our costs, and our unit costs are 
considerably higher than a year ago and before the war 
owing to the increase in labor rates. Indications are that 
labor rates and unit labor costs will show a further increase 
during the next year.” 


Steel Producers: Lack of Labor 


“Output per worker where the job has not been changed 
has not usually reached the prewar level. There is a definite 
lack of both quantity and quality of labor.” 

“There is a difference of 10% to 20% now as compared 
with prewar labor productivity. The drop in effort has not 
affected us as much as it has some others, since much 
of our plant is on an incentive basis. We are having con- 
siderable difficulty in obtaining clerical and office help.” 

“Our labor efficiency is about the same as before the 
war, and on some operations it is better. An over-all in- 
crease in output can only be effected by acquiring more 
facilities. There is a shortage of labor in and around one of 
our plants because of a shortage of houses.” 

“Our labor costs are about 25% of our selling price and 
have increased about 55% since 1940-1941. Unless the trend 
in the country is changed before next fall, I expect another 
demand for an increase in labor rates.” 


“Labor costs amount to about 40% of the cost of our 
finished products. A year ago, these costs were 29.3% 
higher, and in the second quarter of 1946, 34.1% higher than 
before the war. The trend of labor rates and unit labor 
costs during the next year depends a great deal upon the 
pressure brought by labor unions.” 

“About 20% of the cost of our finished product is labor 
cost. Recent indications are that labor leaders are taking 
a little more reasonable attitude on wages and production.” 


METAL MANUFACTURES 
Automotive Equipment: Shortage of Materials 


“Our operations are considerably handicapped from short- 
ages of materials, and a general reluctance of labor to go 
‘all out’ for production lest such a move mean a layoff, owing 
to lack of materials in the future. There are some complaints 
of a shortage of female labor.” 

“Current labor productivity stacks up exceedingly well 
with 1941 or the war period. We are on a piecework system. 
The only way we can effect an increase in output is to 
secure more steel, which is our bottleneck. The labor situa- 
tion is tight because of the unwillingness of people to work. 
There is a definite shortage of skilled labor of all kinds.” 
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“We have had plenty of complaints from plant managers 
and supervisors that employees are not putting forth a 
reasonable effort on their jobs. We have also had difficulties 
in obtaining the quality of labor we require. However, we 
have had a great deal of experience in training people and 
after preliminary losses during the breaking-in period, we 
expect to be able to get along fairly well.” 

“Technological improvements, together with a stable, 
well-trained labor force, will be our best means of increasing 
output. Labor is definitely short in this area, although the 
situation is not critical.” 

“We have noticed a slight, progressive lowering of man- 
power productivity throughout the period 1940-1946. We 
have counteracted it with aggressive technological develop- 
ments as well as improved and more alert supervision, so 
that the net result is a slight increase in unit production. 
It is almost impossible to obtain labor for dirty jobs, and 
women are loath to work at the same kind of jobs as they 
did during the war.” 

“Labor costs are running about 33% of total costs. This 
is an increase of only about 1% over prewar and war costs 
as materials have increased in about the same proportion as 
labor rates.” 


“Our labor cost represents approximately 70% of the 
cost of the finished product. Although our labor rates have 
risen 50% since 1939, unit labor costs increased only about 
30%. Labor rates will probably go up during the next year, 
but we should be able to more than offset the increase 
through technological improvements now being developed.” 

“Labor costs constitute 67% of the cost of our finished 
products. Our unit labor costs have increased 36% over pre- 
war costs owing to the abnormal rise in wage rates. The 
trend of labor rates for the next year is decidedly upward, 
but we hope to hold unit labor costs steady, or to lower 
them, through technological improvements.” 


y “There probably will be some increase in labor rates dur- 
ing the next year, but unit labor costs will decrease.” 


“We believe that labor rates are fairly stable for the 
balance of the year.” 


Electrical Equipment: 
Mechanization 


“Labor is 20% to 30% less efficient now than before the 
war. An over-all increase in output will be effected by 
mechanizing as many operations as we can and through the 
help of union leadership. We are having trouble in obtain- 
ing the quality of labor that we require, particularly on all 
skilled jobs.” 


; “In general, labor productivity is now one third less than 
in 1941.” 


“Productivity of labor was at least 10% below prewar 
prior to our strike. Since the workers returned, all evidence 
points toward a very satisfactory increase in productivity. 
So far we have had no difficulty in obtaining the labor 
required, but there are signs of a shortage ahead.” 


“Labor productivity on comparable jobs is about the 
same today as it was in prewar years. We believe that we 
can effect over-all increases in output through continued 
effort in improving our methods of operation, through 
greater supplies of materials and parts, and through im- 
proved quality in materials and supplies, as this latter 
situation has caused us to rework substandard materials. 
We are just beginning to feel the effects of an increasing 
labor shortage in our area and are stepping up our recruit- 
ment program.” 


Increase Output through 


“Approximately 43% of our finished production is repre- 
sented by labor costs. Unit labor costs are 30% higher 
than before the war because of lower productivity of labor 
and higher wages. Undoubtedly labor rates and unit labor 
costs will advance over the next year.” 


“Labor costs are approximately 30% of the cost of our 
finished product and are approximately twice what they 
were prewar, partly due to reconversion and partly to a 
lack of desire on the part of the employee to put in a 
good day’s work. The trend of labor rates during the next 
year will be up and the trend of unit labor costs will be 
down, the latter due mainly to a higher degree of mechan- 
ization.” 

“Our direct labor cost amounts to about 10% of the cost 
of our finished products and our unit labor cost is approxi- 
mately 35% higher than prior to the war. The principal 
reason for this increase lies in the rise in labor rates and 
the added costs resulting from reworking substandard ma- 
terial and parts. Also, there has been a tendency for our 
people to stretch out a job by making what parts are 
available last a little longer. We will take a wild guess at 
a 15% labor-rate increase for the coming year, with per- 
haps a 12% increase in unit labor costs. Unit labor costs 
will not rise in direct proportion to labor rates as we expect 
to effect economies in our manufacturing operations.” 


Industrial Machinery: Skilled Labor Scarce 


“Labor productivity today is not more than 50% of 
prewar. The most serious thing is the complete indifference 
of the average workman to the responsibilities of his job. 
The only way that an over-all increase in output can be 
effected is by reinstilling in some way pride in a job. There 
are no signs of a labor shortage except on skilled help, 
but the quality of the labor is very low.” 


“We have noticed a definite trend toward lower produc- 
tivity. We have not had particularly great trouble in ob- 
taining the necessary labor. However, there have been 
shortages in certain skilled jobs.” 

“Productivity under current conditions is approximately 
90% of prewar. We are, of course, referring to experienced 
men and not to men who have been recently hired and who 
are now learning. We will be able to increase our output as 
soon as those who have recently joined our company gain 
the necessary experience. We are having great difficulty in 
obtaining the labor we require.” 

“We are having difficulty in getting skilled help. There 
is plenty of common labor, but we need first-class machin- 
ists and molders.” 


“The present productivity of our shop is at an accept- 
able level. Since V-J day we have had little difficulty in 
obtaining the skilled labor required in our shops. However, 
we still are unable to secure all of the draftsmen we could 


” 


use. 


“We expect to increase output through expansion of 
manufacturing facilities and the modernization of other 
equipment. Intensification of training of men and super- 
vision is also expected to contribute some increase in output. 
We are unable to hire skilled labor and the unskilled is very 
much below standard.” 

“Our experience indicates a gradually increasing rate of 
productivity among individual workers, about 15% since 
the end of the war. So far we have not had any difficulty 
in obtaining labor, but we detect some slight signs of an 
impending shortage.” 

“Our labor productivity is greater now than it was dur- 
ing the war and immediately prewar. We are continually 
trying to effect an over-all increase in output through im- 
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proved methods of scheduling the work, using a job-rating 
plan with merit ratings, and also by installing new equip- 
ment which should reduce the hours consumed in manufac- 
ture. It is always difficult for us to get the labor we re- 
quire as our business calls for trained men.” 


“Our man hour efficiency is approximately 10% better 
than in 1940 due to the installation and use of improved 
equipment and a continuing drive to keep labor costs down. 
We have had particular difficulty in obtaining foundry 
and common labor.” 


“The proportion of labor to our total cost of finished 
products is roughly 50%. Our unit labor costs are up 
somewhat owing to the successive increases in hourly rates 
which have been in excess of the increased productivity to 
be had from the men. We believe that labor rates and 
costs will continue to increase during the next twelve 
months.” 

“Labor represents 60% to 65% of our sales dollar as 
against 50% prewar. While the trend in labor rates will 
still be upward next year, we hope for larger production 
which will help hold labor costs down.” 

“Approximaely 33-1/3% of our current manufacturing 
costs are represented by labor; a year ago these costs were 
approximately 25%; and before the war they were 15% to 
1742%. The changes result from increases in wages and 
indifference to the job. Spoiled work is no longer a cause 
for red faces and embarrassment. I do not believe that there 
will be much change in the labor rate during the next 
year, but we must find some way to bring the unit labor 
costs down.” 


“From 60% to 70% of the total cost of our machinery 
is represented by labor. Unit cost today is considerably 
above prewar due principally to a substantial portion of 
our total labor force being inexperienced.” 


“Labor rates will continue up next year or at least there 
will be demands. Most of us are searching for ways and 
means to get some kind of incentive involved with this 
situation so that any increase in earnings would be balanced 
by an increase in productive efficiency.” 


“Our unit labor cost compared with that of a year ago 
is higher probably by some 10% owing to the recent wage 
increases.” 


“There have already been statements by unions to the 
effect that they are going to demand further increases in 
wages. However, we feel that such demands will probably 
end up as adjustments in incentive earnings, severance pay, 
etc.” 


Machine Tools: Productivity Ahead of Prewar 


“We have used an incentive bonus based on standard 
time for many years. The production attained during the 
first half of this year was approximately 17% greater than 
prewar but was a little lower than during the last quarter 
of 1945 due to the large number of returned veterans now 
employed. As these men become readjusted to their jobs, 
productivity should increase. We can see no way of obtain- 
ing any over-all increase in output except through the use 
of more automatic machinery which is difficult in view of 
the present labor union policy of feather bedding. We have 
had no difficulty in meeting our labor requirements as we 
are contracting rather than expanding our force.” 

“The hours required per unit of production dropped 20% 
from 1989 to 1945 and 1946 due to the improvement in 
machinery and equipment in our plant and to better pro- 
duction planning and shop management. Increased output 
can be obtained by adding more men of the type we now 
have and by further improvement of equipment and man- 


agement. We are hiring young men who have potential 
ability and are adding them slowly so as not to dilute the 
quality of our working force.” 


“The number of labor hours on most of our units is being 
reduced but it is not because labor is more productive, 
but because we have spent a great deal of money in re- 
placing more or less obsolete machines with the latest im- 
proved high speed machines.” 


“The productivity of labor in our plant is approximately 
equal to that of prewar. We expect to be able to increase 
this productivity by a direct incentive system which is now 
being installed. There are very definite signs of a labor 
shortage in this locality.” 


“There is evidence that work on which production is not 
measured is now requiring more hands than a few years 
ago. We are having difficulty obtaining common labor, 
particularly in the foundry. The labor shortage results 
from the unwillingness of many persons to accept the 
work available.” 


“About 82% of the cost of our finished product is repre- 
sented by labor. We expect this to drop to around 78% 
or 79% when current prices of materials and components 
are fully reflected in operating costs. Unit labor costs are 
about 69% higher than in 1939 and about 11% higher than 
last year due entirely to increased rates.” 


“Labor costs represent about 65% of the cost of our 
finished product. Unit labor costs are about 15% higher 
than a year ago and over 50% higher than prewar prin- 
cipally because of very substantial wage increases. We be- 
lieve labor rates will continue upward and we see. no op- 
portunity for reducing unit labor costs materially through 
improved rates of production.” 


“Fifty-five cents out of every sales dollar is spent by this 
company on wages and salaries. This is about seven cents 
more than a year ago and twenty to twenty-five cents more 
than prewar due to increased hourly and monthly rates. 
We hope to hold labor rates near their present figure dur- 
ing the next year and to reduce unit labor costs.” 


“The percentage of labor cost to total cost of goods sold 
increased from 30% in 1939 to 35% in 1945. During the 
next year, through additions to the labor force, improved 
production planning and control, and further improvement 
in shop equipment, we hope to be able to balance any fur- 
ther increases in labor rates.” 


“Our unit labor costs are about 25% to 30% higher than 
before the war because a much larger percentage of hours 
in the shop are on a day rate rather than standard time. 
Our direct labor percentage is lower than prewar mainly be- 
cause overhead is proportionately higher. This increase in 
overhead is partly accounted for by war hangover and 
partly by the fact that we are employing more supervision 
percentagewise than prewar due to the fact that we have a 
larger number of unskilled and inexperienced workmen. 
sues be next year we expect labor costs will decrease gradu- 

y. 

“Unit labor costs are up somewhat from a year ago 
because of general wage increases of 16-2/3%, together with 
other adjustments of inequities resulting from wage freezes, 
etc. However, they are no higher than prewar because of 
increased efficiency. There are some wholesome signs that 
there will be more emphasis in the future on increasing 
productivity and less on purchasing power per se.” 


Office Equipment: 


Increase Productivity through 
Incentives 


“General productivity in our company is estimated at 
approximately 75%. We hope to effect an over-all increase 
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in output by incentives. The labor shortage in this vicinity 
is acute and will, no doubt, remain so. There is an acute 
shortage of housing locally. If housing were available, much 
unemployed labor could be recruited for this locality as 
there is evidence of many 52-20’s in contiguous territories.” 


“Upon renegotiation our company went back to the 
same bonus rates which we had prewar and_our efficiency 
is almost identical to prewar. We could increase our pro- 
duction if our unions would allow swing turns. Our com- 
pany has experienced no trouble in securing all of the labor 
which we require. However, common labor is very scarce.” 


“We have not observed any differences in the productiv- 
ity of our employees now as compared to prewar. Wherever 
possible, we use a bonus system, and this may account for 
it. The only way I know to effect an over-all increase in 
output is through adequate foremen administration and 
through improved tooling and machine tools. We are having 
difficulty in obtaining labor and I look for increasing short- 
ages during the fourth quarter with probably some easing 
up after the turn of the year.” 

“Our production per man on the whole is as high as 
prewar. We could increase our output if we could secure 
more raw materials. We do not feel a labor shortage al- 
though there seems to be a labor shortage in the com- 
munity.” 

“Approximately 60% of our finished cost is labor cost. 
Our labor rates should remain the same for at least another 
year unless basic steel is forced by unions to grant higher 
rates.” 

“The proportion of labor cost of our finished products 
is 3814%. Unit labor costs are 33-1/3% higher than a year 
ago, and 60% higher than 1940, caused principally by dif- 
ficulty in securing materials of equal grade to prewar grades, 
and the inefficiency of productive workers. I look for little 
improvement in labor-cost relations for next year and an- 
ticipate an increasing demand for higher wages.” 


OTHER MANUFACTURES 
Chemicals: Unit Labor Costs Up 


“The productivity of our labor is off 8% to 10% as com- 
pared with before the war. We are spending a large amount 
of money for new machine tools, jigs and fixtures, by means 
of which we hope to more than offset the loss in produc- 
tivity. To date, the greatest labor shortage seems to be 
in female office help.” 

“In the last few months there has been a considerable 
improvement in labor productivity owing to the estab- 
lishment of a proper incentive plan, so that currently it is 
equal to and in some departments in excess of prewar levels. 
We are experiencing difficulty in obtaining a good grade of 
white labor. There is an ample supply of colored labor.” 

“Our labor and salary costs amount to about 25% of the 
value of our sales. Unit labor costs are slightly higher than 
a year ago because of the advance in wage rates, but the 
gain has not been so extensive as the gain in wage rates 
because of higher productivity. I believe that wage rates 
will show an increase of about 10% some time in the early 
part of next year. Our labor costs should not increase to 
the same extent, since I expect productivity to show a fur- 
ther gain next year.” 


Food Products: Labor Less Than One Fifth of Costs 


“Present labor productivity is roughly 8% to 10% lower 
than before the war. This, however, represents some im- 
provement over the latter part of the war period. We are 
hoping to increase our over-all output through methods 


analysis, introduction of labor-saving machinery, and im- 
proved employee relations. The common-labor situation is 
very spotty both as to quantity and quality. Skilled help 
is scarce in practically all places.” 


“Labor productivity today is measurably lower than be- 
fore the war and an over-all increase in output, unless a 
change of attitude takes place in labor, will depend on 
greater technological improvements. We have experienced 
considerable difficulty in obtaining the labor we need.” 


“For the first six months of 1946 the percentage of 
labor costs to total costs was 18.2%. In 1941, this percent- 
age was 16.4%. We expect the trend of labor rates and 
unit labor costs during the next year to be definitely up- 
ward.” 


“During our last fiscal year, 12.3% of our sales dollar 
went to employees, compared with 11.0% the preceding 
year. Unit labor costs were 73% higher in June, 1946, than 
in June, 1941.” . . “Labor costs represent 10% of the 
total cost of our finished product in one plant and 20% in 
another. While these figures are higher than for a year 
ago, they are lower than before the war, owing to the rate 
of mechanization.” 


“Last year about 10% of total sales represented our cost 
of labor. A few years ago 6% was normal. We do not ex- 
pect any great changes in labor rates and unit labor costs 
during the coming year, although, of course, the amount 
of our product coming to market will influence this.” 


“Labor costs at present are about 5% of the cost of our 
finished products. However, in our industry, a comparison 
of costs on this basis is worthless, since the price of our 
raw material is close to the highest it has been since shortly 
after World War I. In our own company, unit costs, ewt., 
have been running about 5% higher than in 1940 and would 
have been much higher than this if we had not installed 
a lot of automatic conveying equipment. We believe labor 
rates and unit labor costs will increase next year.” 


“Our unit labor costs are up approximately 30% to 40% 
owing to wage increases which have taken place under gov- 
ernmental regulations, and our guess is that they may in- 
crease another 10% next year.” 


Paper Products: Higher Labor Costs in 1947 


“The loss in unit output per worker is not less than 10% 
today as compared with prewar periods. We are producing 
at a rate almost 30% higher than in 1939, but it requires 
almost 50% more people and a substantial part of the in- 
creased production is owing to faster running machines or 
more units of output per machine. 


“In branches where production depends entirely on in- 
dividual effort, productivity has fallen from 15% to 20%. 
During recent months we have attained an evenly bal- 
anced manpower situation, but during the next two months 
there may be a shortage in this area owing to the high 
demand for ‘harvest hands.’ ” 


“The productivity of the average operator has declined 
compared with prewar levels, owing largely to the increased 
turnover in recent years and the training of many new- 
comers. However, improvement in plant equipment and 
operating procedure, together with increased volume, has 
resulted in a gain in the tons produced per man. In some 
locations there is difficulty in obtaining labor, but it is not 
a general condition.” 

“Our present over-all output is the highest on record, 
owing largely to improved equipment. We are having con- 
siderable difficulty in obtaining labor.” 


“We have not observed any loss in labor productivity, 
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and in the converting end of our business we seem to have 
about a 13% increase through improvements on equip- 
ment and the extensive use of cost-control devices. We are 
beginning to have trouble in securing an adequate labor 
supply, and at all our plants there is a shortage of skilled 
maintenance and mechanical labor.” 


“Labor costs of finished products run about 33-1/3% of 
total costs. Compared with dollar sales, labor costs have 
increased in a ten-year period from 25% to approximately 
30% of total sales. The principal causes of this rise are in- 
creased wage rates and fringe allowances, without a corre- 
sponding increase in productivity. Our next round of bar- 
gaining starts within a month, and we expect demands for 
further increases. We are not too hopeful that these in- 
creases, if granted, can be recovered through any prompt 
rise in productivity.” 


“Labor costs today represent 30.8% of our finished prod- 
uct cost as compared with 28% in 1945 and 21.8% in 1941. 
This rise is owing to increases in our hourly rates, time and 
a half for overtime, double time for Sundays, and doubling 
up to fill vacancies to keep the mill in operation. We expect 
labor rates to increase during the next year, but this may 
not represent a big change in unit costs since we are assured 
of tremendous increases in raw materials.” 


“We believe that unit labor costs will continue to increase 
until such time as we are able to improve materially the 
quality of our labor force and equipment.” 


“Our labor costs amount to approximately 19.2% of 
total costs, which appears to be an improvement from our 
prewar figure of 21%. We are now being pressed for a 
further increase in base rates, with our unions unwilling to 
commit themselves in the event of such an advance for 
holding to any fixed period, even as little as six months.” 


“Labor costs today are about 17% of our finished prod- 
uct cost. Unit labor costs are about the same as a year 
ago and about 30% higher than before the war. During 
the past year, wage increases have been offset by increased 
production. We anticipate an increase in labor rates before 
the end of this year.” 


“Unit labor costs are nearly 50% greater than before the 
war owing to the increase in wages and overtime pay. All 
indications point to a higher labor cost for 1947.” 


“Tt is our opinion that labor rates will probably increase 
as much as 10% within the next year.” 


Textiles: Labor Productivity Holds Its Own 


“Labor productivity is approximately 5% higher in our 
plant today than before the war. In some processes, the 
increase has been as high as 20%. In others there has been 
no increase. Some of the firms in our locality are com- 
plaining of a labor shortage, but we have not felt it.” 

“There has been no great drop in productivity of skilled 
employees in our industry. Such reduction in efficiency as 
did occur was the result of excessive turnover and the in- 
ability to train replacement employees fast enough. If a 
stop could be put to strikes which are retarding production 
all along the line, we would soon see a marked increase in 
production. The removal of price controls and less gov- 
ernment interference would permit better planning of pro- 
duction, with a resultant increase in efficiency.” 

“Employees now working who were also working in the 
prewar period are operating with little loss in productivity. 
We have not yet been able to secure all of the help we 
would like.” 


“Using a 1938-1940 labor base, productivity for the 


month of June averaged 1-05.4%. We find labor doing quite 
some shopping around in an effort to find more suitable 
jobs and hence, while many are hired, the turnover among 
these new recruits is extremely high.” 

“Inasmuch as 80% of our people are employed on piece- 
work, there has not been any great falling off in produc- 
tivity in our company. In fact, there has been some in- 
crease, but this is owing to other elements than labor efli- 
ciency. There is a very definite labor shortage in our area.” 


“We are having no difficulty in obtaining the kind and 
quality of labor required.” 

“We have found practically no change in labor produc- 
tivity on comparable jobs. Labor is extremely scarce.” 


“There has been no change in labor productivity on those 
jobs where we have wage incentives. On other jobs the re- 
duction in labor productivity has amounted to approxi- 
mately 10%. We have not had much trouble in obtaining 
labor.” 

“Tt is impossible for us to get enough people to operate 
our plant on a three-shift basis, which is our regular pro- 
cedure, nor is there any sign that we are going to be able 
to get a sufficient number until there is no more money paid 
to them gratuitously.” 


“Approximately 50% of the cost of our finished products 
is for labor, which takes approximately 17% more than a 
year ago and 31% more than before the war, owing to in- 
creased wage rates and lower productivity. In our opinion, 
the trend of labor rates and unit labor costs for the next 
year will be upward.” 


“Our labor cost is more than 40% of the cost of our fin- 
ished product. This is higher than last year and consider- 
ably higher than before the war, owing mainly to wage in- 
creases and partly to lower unit costs of raw materials. 
Unless there should be a further general wage movement 
throughout the country, we do not anticipate any change 
in our labor rates or unit labor costs during the next year.” 


“The proportion of cost of finished products represented 
by labor is now 35%. Before the war it was 25%. The 
difference is in what we get in output per day per man. 
Labor rates will undoubtedly go higher next year, but 
we hope to increase the output per man.” 

“Unit labor costs are approximately the same as before 
the war. During the next year we expect our labor rates 
to increase, but, because of improvements in production 
methods which we have in mind, we believe our unit costs 
will be kept very close to their present levels.” 

“In 1941, the proportion of labor cost to total cost was 
24.1%. In 1946, it was exactly the same. The unit cost 
in 1946 is 122.1% of 1941 costs, which shows that material 
costs have kept pace pretty well with increased labor costs. 
In our opinion, labor rates will tend to rise in the next 
year although at a slower rate than last year. We are ex- 
amining all our operations, methods and equipment, with 
the end in view of improving these operations to make the 
higher labor rates pay for themselves. We, therefore, ex- 
pect a downward trend in unit labor costs, and we expect 
this type of examination to go on continuously as long as 
high labor rates make it profitable to install labor-saving 
machinery.” 

“As certain adjustments have been made quite recently 
in labor rates, we expect reasonable stability for the next 
year. However, a revival of the agitation of last fall for 
rate increases having no backing in increased labor pro- 
ductivity might interfere with this stability.” 

“I can see nothing for the next eighteen months except 
an increase in labor rates and unit labor costs.” 


